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Giving Fashion a New Lift 


They're stepping out in fashion with a flair. Their 
tiny needle heels are made with Neothane 
Goodyear’s latest contribution to women’s high- 
styled footwear. 


to both manufacturers and the shoe repair trade. 
Neothane is only one of the materials for heels and 
soles which Goodyear supplies to the shoe indus- 
try every year. Its manufacture is but one of our 
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This new toplifting material is particularly service- 
able and long wearing for the spike heels dictated 
by today’s fashions. Goodyear was first to use 
Neothane as a shoe product. It is now available 


Shoe Products Division’s many activities. And this 
Division is just one in Goodyear's vast network 
of facilities making and selling hundreds of useful 
products. 

Neothai e—T.M. The Goodyear Tire & Rubber Company 
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Little Boy 
Not Lost 


A tragic accident took this little boy’s par- 
ents when he was only five. Nothing will 
ever make up for their loss. But he is 
not alone. 

His father had the ability and foresight 
to provide adequately and to plan wisely 
for all contingencies. Under the terms of 
his Will, the family property and invest- 
ments will be managed in trust by experi- 
enced Trust Company executives. And, in 
the Trust Company, his young son has a 
dependable advisor who, in understand- 
ing cooperation with certain relatives, will 
guide and care for him until he becomes a 
man. Through occasional visits and meet- 
ings he will come to realize that First 
National City Trust is a friend he can 
always rely on. 

So here he is with his banker pal, on a 
surprise Saturday afternoon at the Zoo, 
looking the big cats straight in the eye. 

Our booklet, called “wHat you sHouLD 
KNOW ABOUT PERSONAL Trusts” might be 
a good thing for you to look straight in the 
eye. A free copy is yours for the asking. 





Pu 
Fn 


Su 


en 


RUSTS 
Te Estates 


SEPTEMBER 1959 
VoL. 98, No. 9 
FOUNDED 1904 





INSURANCE FOR PERSONAL AND BUSINESS PLANNING 


“ er MI PIII in aa cctnnnnsewnge Fred W. Ohmes 818 
aaa Insurance and General Estate -........... Stuart A. Monroe 822 
RNG ONE MINE one sinc nieenonnsaisesnntninnsreqenaramnteep-aanorsinses Carl E. Stanford 826 
So Tngremee Oe, Seiiatien <.................----.----csieseian-ncee- sensnsesenensens Editorial 829 
Insurance Man vs. Trust Man: A Myth? ................ Eierman & McGorry 830 
Uses of Life Insurance Trusts ........................ Douglas G. Chapman, Jr. 834 
Exercise of Options by Corporate Fiduciaries -................... Compilation 837 
Insurance for Short Term Trusts ............................ Arthur H. Dauman 838 
Accountant’s Interest in Insurance .......................- Michael D. Bachrach 841 
DicRRNRE GE IE, MIU TUN sone enna nein a annmsvencncnen chads Paul B. Sargent 843 
Estate Planning for Professional People -....................... J. Ben Moore 847 
VP Factor in Business Interest Planning ............................ P. T. Cahill 849 
NALU Approach to Estate Planning ............................ Ellen M. Putnam 850 
The Case of the Two Brothers .......................--------- David B. Fluegelman 851 
emer GU: Wy UE WU nai castes cen se dentnn ne Edith M. Martin 852 
The Training of an Estate Planning Agent -................... E. L. Nicholson 853 
IIR IATL L LE OTIS LED EER OO OO Paul S. Mills 857 
Guide to Trust-Insurance Cooperation ............................. eile aaaan Staff 858 
ee MN, MO SAI in ss nen nescnensen John M. Zuber 860 
i aaah atc ndi F. L. Humphrey 861 
Insurance and Trust Plan for Self-Employed Groups....Vrionis & O’Toole 864 
Trust Ads Recommending Life Insurance .........................222..222--.22--------+- 866 
Facilities of Insurance Companies in Pension Plans ...... James R. Deans 868 
OTHER ARTICLES 
New Pension Regulations in Canada ..............................-- R. S. Whyte 889 
Gift Tax Aapects of Hatireties .................................... Allen Tomlinson 895 
Solving Apportionment Questions ......................--..------ Donald S. Cohan 899 
PROFESSIONAL INVESTORS DIGEST* 
Sidelights on Institutional Investment .................--..---------eeeeeeeeeeeeeeeeeeeeeeee ee 872 
Sra NUE ERNE IN ns nna siaisnd pci ree-nasepedaentdnsinenecabennaas 874 


Investment Company Index and Notes 
Foreign Operations of U.S. Companies — Part 4 


Future of the Dollar 


CURRENT EVENTS 

NS OED esses sesess 815 
Estate Planning Council Activities -..... 867 
PA RENT AMINE an osc ccs cencencasenccennens>- 892 


American, British Estates Compared ....898 
FPRA Trust Program 
Western Trust Conference Program 


..-- 906 


877 
881 


DEPARTMENTS** 
Federal Tax Notes 


I 62s 5a on csencacnccncecssseece 868 
Trust Personnel Changes ........................ 893 
Co eee: 902 
Ne ae Beene Cena ema ot 903 
Cee NIN onset a es 910 





*Due to the special coverage of this issue, the following regular features are omitted: Memos of 
the Month, Corporate Finance Analyses, On the Energy Front. : eu , 
**Omitted for the above stated reason are the columns Trust Operations and Administration, On 


Front, Legislation 





the Publicit 








CHRISTIAN C, LUHNOW..Editor & Publisher 


P. PHILIP LACOVARA.........--- Managing Editor 
THOMAS L. FREDERICK......[nvestment Editor 
WILLIAM M. BRADNER.........- Associate Editor 
M. M. Tsgeep.......:.....<...-.:.- Business Manager 
Rev. TOR ac ccccacses Editorial Secretary 
F. M. JOHNSON.............. Circulation Manager 


Member of the 
Audit Bureau of Circulations 


Published monthly and copyright 1959 by 
FIDUCIARY PUBLISHERS, INC., 50 East 42nd 
St., New York 17, MUrray Hill 7-0310 


Advertising Representative: Grant Webb & 
Co., New York. Los Angeles, San Fran- 
cisco, Chicago, Detroit. 


Subscription: $5.00 a year; Canada $5.50; 
Foreign $6.00; Single Copies $1.00 


TRUSTS AND ESTATES is not to be considered as 


endorsing the views advocated in signed articles. 


bsg SES eae ees 

















SEPTEMBER 1959 









Second class postage paid at New York, N. Y., and Paterson, N. J. 


Cover Picture... Nathaniel Bowditch (1773- 
1838) who is widely known for his New 
American Practical Navigator published in 
1802, was the first actuary and chief execu- 
tive officer (1823) of the Massachusetts Hos- 
pital Life Insurance Co., which in those days 
handled trust funds and insurance (see p. 
867). He simplified procedures and intro- 
duced the pooling of trust funds into a 
single investment account for wider diversi- 
fication and centralized supervision (T&E, 
Nov. ’54, p. 1026). By 1830 the Company 
had $5 million in trust deposits and $60 
thousand in annuities and life insurance. 
Though self-educated, Bowditch was elected 
an Overseer of Harvard College and granted 
the degree of Doctor of Laws. His de- 
scendants have occupied a prominent place 
among Boston trustees for 130 years. The 
fifth generation is now represented on the 
board of the Company, which operates The 
Massachusetts Life Fund but no longer sells 
insurance. 


Photo permission of Peabody Museum, Salem, Mass. 












CORRESPONDENCE 


Refinement of Convertible Trust 


We have had a most interesting group 
of comments on our article “The Con- 
vertible Living Trust” (June) from 
banks, lawyers, investment counselors 
and brokers all over the country. We 
anticipated that from them we might 
find improvements on the original con- 
cept, but to date, after analysis, we feel 
there are no changes we would be in- 
clined to make. However, one question 
did arise to which we believe we have 
the answer, but which we omitted to 
include in the original article. The fol- 
lowing paragraph, therefore, will make 
our description more complete. 

At the inception of a Convertible 
Trust there is an unavoidable expense 
consisting of the transfer taxes payable 
because of the transfer of securities from 
the name of the settlor to the name of 
the trustee, or of its nominee, or to the 
names of the settlor and the Bank as 
co-trustees. However, we are advised by 
our tax counsel that inasmuch as there 
is no transfer of the beneficial interest, 
the Federal transfer taxes, as well as 
any State transfer taxes, constitute a 
deductible item in the settlor’s Federal 
income tax return. 


Curtis B. Brooks 
Vice President 


Industrial National Bank 
Providence, R. I. 


T&E Gets Around 


Always eager to hunt for new, work- 
able ideas to promote the trust business, 
we carefully go through copies of pub- 
lications in the field in our predecessor 
countries. One of the valuable encoun- 
ters we have recently made, however. 
was the article written by you (letter 
addressed to author R. C. Short) in the 
May issue of Trusts AND EsTATEs,” un- 
der the title of “Family Trust.” 

Although we have been enabled to ac- 
quire a rough outline of this novel 
trust formula, we are desirous of being 
equipped with further supply of relative 
materials, so that we may push ahead 
with our studies along this line. It 
would, therefore, be much appreciated 
by us if you could see your way to 
sort up something of this kind and send 
them to us at your convenience. 

J. N. Kinchi 


(signature not clear) 
Assistant Manager 
Foreign Department 
Sumitomo Trust & 
Banking Co., Ltd. 
Osaka, Japan 


















Content 


Foreword Riot * ars te 
Advice on Oftice Layout . 
Bank Money Orders . 
Bank Stock Purchases 
Bank Wire io) se 
Check Clearance Department 
Collections . 
Commercial Paper 
Consumer Credit . 
Credit Information 
SOE gg tt te ea 
Group Life Insurance for Our Correspondent Banks 
Retirement Program for Correspondent Banks . 
International Banking Services. . . . . 
Remittances to Foreign Countries 
Import Letters of Credit 
Travelers Letters of Credit . 
Foreign Banknotes for Travelers 
Foreign Exchange . 

Foreign Collections — 
Trade Development Division 
Foreign Information eS ee 
International Banking Department Literatur 
Map of Branch Office Locations 

Loan Participations 

New Account Assistance , 
Operational Surveys 
Personal Gift Checks . 
Register Checks Be ie 4a 
Securiti S—Analysis of Portfolios 
Securities— Purchase and Sale 
Securitics—s 


. e “i vi 


m . . ° . . ° sf 


° . 


pa) 


. . 
7 


afckeeping 
Tax Assistance 


Travel and Ticket Service ae ' ' : 
Trust Services. , — te te 4 
) Praining of Officers and Employees of Correspondents 
cw York Headquarters . 


This booklet Presents the many services 
We provide for our co 


rrespondent banks, 
A copy is yours for th 


€ asking, 
MANUFACTURER 
pense S TRUST COMPANY 


New York 1S, N. Y. 


Member Federal Deposit Insurance Corporation 


TRUSTS AND EstATES 








ATES 


RAE, ey ae 
i ee 
.\ oF _m'.’ 
a 8S “mA 
led 





THE INSTITUTION OF LIFE INSURANCE is 
commendable, not for its size but for the 
unique and vital service it has rendered 
since medieval times, its amazing growth 
rather testifying to this record, through 
good times and bad. As the editor of this 
magazine said at the depths of the depres- 
sion in 1933: 

",..-Life insurance has proved an im- 
pregnable bulwark in time of unpre- 
cedented economic distress." 

Now, with concern centered on Inflation 
rather than Deflation, insurance companies 
are again on trial. It is the object of 
this issue's special features to show how 
well they have prepared themselves to ful- 
fill their obligations and opportunities 
for their policyholders. From helping 
young people to Buy Time — i.e. to buy an 
Estate on the Installment Plan — to pro- 
vide the means for retirement, to assure 
the widow of regular income, Insurance is 
an integral part of practically every 
estate and estate plan. 

And it should be remembered that there 
are three distinct kinds of "estates," be- 
Sides the country home: 1. What one now 
owns and can use in part for need or 
pleasure; 2. What one has to provide for 
non-productive years and retirement; and 
5. What one leaves for the well-being of 
family and other objects of bounty. Too 
many people — even in the business — speak 
of Estates as though one has to die to 
have one. Actually, one has only to live 
intelligently to create one, and conserve 
it for self and loved ones. 

In this quest the cooperative aid of in- 
Surance underwriter, trust analyst and 
legal planner — and often the accountant — 
is of as great value as is the architect 
ana contractor to the building of a home. 
In fact the "value added" by them to the 
building of a sound financial home is 
Without compare. The articles in this is- 
Sue are designed to show, in personal ap- 
P.ications and largely non-technical 
terms, the variety of ways in which they 


SEPTEMBER 1959 














contribute to a better “way of life" and 
way of leaving it. 
TO BE "CONSERVATIVE" ESTATE PLANNING 
must be Progressive. Too generally, the 
function of the estate analyst or planner 
is thought of as a once-in-a-lifetime job, 
just as the writing of a single will used 
to be considered adequate for a long span 
of years. The public just does not yet 
realize that "planning" the care and dis- 
position of their property is a continuing 
matter. A young man has one kind of estate 
— and simple problems — when he marries; 
it usually consists of insurance, and 
hopes. But conditions change as he pro- 
gresses in his career and family situa- 
tion. At each step he should profit by 
expert guidance. At first the insurance 
adviser, and attorney to draft a "simple" 
will may be adequate. But later acquisi- 
tions will call also for the assistance of 
the trust officer and often the account- 
ant. This financial "pilgrim's progress" 
is outlined in articles herein........ 
Here too may be the place to remark a dis-= 
tinction that should more properly clarify 
the roles of the advisers or analysts — the 
insurance man, the accountant and the 
trust officer; and the planner — the law- 
yer who (usually in cooperation with the 
experienced trust officer) draws the 
"plan' (will or trust) by which the estate 
will be fulfilled. 
THE ORIGINS OF CORPORATE TRUSTEESHIP 
are closely bound to Insurance companies, 
as a glance at the names of the earliest 
companies chartered to do business as 
executors and trustees illustrates: 
Massachusetts Hospital Life Insurance 
Co. — Boston 

New York Life Insurance & Trust Co. — 
New York 

Farmers Fire Insurance & Loan Co. — 
New York 

Ohio Life Insurance & Trust Co. — 
Cincinnati 

Georgia Insurance & Trust Co. — 
Atlanta 
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Pennsylvania Co. for Insurances on 
Lives & Granting Annuities — 
Philadelphia 

Girard Life, Trust & Annuity Co. — 
Philadelphia 

Today no such combination of the insur- 
ance and trust title exists, as affilia- 
tions came to be made with commercial 
banks and the "trust company". charter be- 
came popular. Cooperation exists on a more 
individual plane, between insurance. under- 
writers and trust officers, on the local 
level, as they work out better ways to 
serve mutual clients and their famlies. 


DRAFTING, ALLOCATION OF STOCK DIVIDENDS, 
"foreign" administration of decedent es- 
tates, and simplification of estate and 
trust income taxation held the spotlight 
at the annual meeting of the American Bar 
Association's Probate and Trust Law Divi- 
Sions in Miami Beach last month. The com- 
plete proceedings will be printed in the 
October issue. 


EMPLOYEE BENEFIT TRUSTS ADMINISTERED BY 
NATIONAL BANKS are included for the first 
time in the 96th annual report of the 
Comptroller of the Currency, released 
Sept. 9. As of Dec. 31, 1958, national 
banks were administering 5,504 plans with 
investment responsibility with market val- 
ue of $3.7 billion, 2,821 plans with in- 
vestment directed by others ($1 billion) 
and 544 plans held as agent only ($1.7 
billion). Fully insured plans with no bank 
investment responsibility numbered 1,609. 

Total trust department assets were up 
10% during the year to $46.8 billion and 
gross earnings reached an all-time high 
of $141.5 million. Investments totaled $33 
billion (up 5%). Accounts were divided 25% 
in living trusts, 13% in court accounts, 
53% in agency, eScrow and custodianship 
type accounts, the remainder in other 
forms. Further details will be published 
in the next issue. 


SALE OF SO-CALLED MINIMUM DEPOSIT IN- 
SURANCE POLICIES has been ordered halted 
by New York State's Department of Insur- 
ance, effective November l. Basis of the 
ban is that this form of policy discrimi- 





Reprints, in quantity, of articles in this issue may be 
ordered from Trusts and Estates. 

Originally scheduled for this issue but deferred for later 
publication are the following articles: “Protecting Your Present 
Estate by Insurance,” by C. C. Luhnow; “Estate Aid to Co- 
poration Employees,” by M. D. Conklin; “The Future of 
Variable Annuities,” by George E. Johnson; and “Untapped 
Uses of Insurance for Estate Programs,” by C. L. Chambers. 
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nates against others in providing high 
cash value in the first year — equal to 
the full legal reserves — which the pur- 
chaser can borrow in full from the com- 
pany upon securing the policy. Under 
Standard policies cash value may become 
equal to the full reserve as late as the 
tenth year, with loans not available for 
two or three years after issuance. Super- 
intendent Thomas Thacher remarked that 
many agents have been selling this type 
policy almost to the exclusion of others, 
particularly to high-bracket persons who 
can deduct the interest paid on the bor- 
rowed part of the premium on their income 
tax return. There were also complaints of 
"twisting" — inducing the insured to drop 
existing insurance in order to take out 
the minimum deposit plan, and the new 
regulation includes some: safeguards 
against this practice. 


NEW REGULATIONS FOR REGISTERING PENSION 
PLANS in Canada eliminate several areas of 
friction and annoyance, dealing mainly with 
discrimination, vesting and investment 
powers. After a period of more than three 
years during which no official rules gov- 
erning approval of plans existed, it is 
believed (see p. 889), the practical and 
realistic attitude of the new Bulletin 
will permit more certain groundwork for 
the establishment of new plans. 


NEWS OF FOREIGN IMPORTS, PRODUCTION and 
INVESTMENT at new high records continues to 
occupy more space in the business columns. 
The recent McGraw-Hill survey shows some 
Startling achievements in overseas indus- 
try that carry a signal to U.S. investors. 
U.S. companies again plan to spend over $2 
billion in foreign plant and equipment 
next year, investing more in Europe than 
in Canada and Latin America combined. 
Sales of foreign subsidiaries continue to 
advance faster than exports from U.S. 
plants and earnings from American opera- 
tions abroad exceeded $3.3 billion in 1957 
eeeeeethis has serious implications for 
our exportable products, with lower for- 
eign wage costs and modernized facilities 
competing more intensively in our domestic 
markets. This suggests to investment 
analysts careful study of the degree to 
which American companies are vulnerable 
to or are meeting this challenge by manu- 
facturing in the Common Market and to-be 
Free-Trade areas in particular. AS a cue 
to such activities, we continue (p. 881) the 
series of excerpts from U.S. company re- 
ports on their overseas operations. 
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...our night staff processed 10,000 cash items 


Barring mishap, it probably takes yesterday .. . from correspondent banks on 
you about twenty minutes to make it from both coasts ... were available funds this 
bedroom slippers to business shoes in the morning! 
morning. During that time, our night staff Wouldn’t you and your customers 
laces into some 10,000 cash items... proc- find such speed an advantage? We’ll be 
essing them at the rate of 500 a minute. happy to send you full details, or have one 

In fact, checks air-mailed to us of our people call on you in person. 


CONTINENTAL ILLINOIS NATIONAL BANK 
and Trust Company of Chicago 


‘ember F. D1. C. Lock Box H, Chicago 90 
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FRED W. OHMES 


“PROGRESSIVE ESTATE PLANNING 


A Financial Story in Several Acts 


Vice President and Trust Officer, Peoples Trust Company of Bergen County, Hackensack, N. J. 


E IN THE “TRADE” KNOW HOW IM- 
_.... it is for the man with sub- 
stantial wealth to carefully plan for his 
family’s future protection. But it just 
is as important for the man of moderate 
means, for the young man just entering 
business, for the retired man, in short 
for almost everyone, to arrange his 
finances to produce the most beneficial 
results for himself as well as those who 
come after him, not once-in-a-lifetime, 
but when marked changes occur in his 
objectives, as he progresses in business 
and family life. 

The young man’s property may con- 
sist solely of personal and household 
effects, a savings account and life in- 
surance—but it is his estate. And as time 
goes on its size will increase, new bene- 
ficiaries will come into being and new 
objectives arise. He will be constantly 
outgrowing his estate plans and new 
ones will have to be formulated from 
time to time. 

While security is a most important 
objective in planning an estate, it should 
not be overemphasized. One of the most 
successful men I know is systematically 
giving away his fortune. Why? Because 
he fears that too much security will be 
detrimental to his children, may stifle 
their ambition, undermine their charac- 
ters and, perhaps, produce individuals 
who are lacking in the characteristics 
which he would most like them to have. 
Another father will give his children a 
partial “inheritance” while he is living 
to help them learn to manage money 
under his guidance, or as a trial for 
subsequent responsibilities. The making 
of gifts-—outright or in trust—can save 
the individual and his family a great 
deal of money, but again the tax saving 
must be subordinated to the main pur- 
poses. 

Many people feel that estate planning 
is concerned almost exclusively with tax- 
ation and tax savings—that a plan 
which produces the most economical tax 
results is the best one. Undoubtedly 
every estate plan should aim to reduce 
or minimize taxes, but this is far from 
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being the sole object. There are many 
other important objectives and if these 
can be accomplished at the same time 
that tax savings can be effected, then we 
have produced an excellent plan. 

Provision for retirement is a key ob- 
jective, but again, one which must be 
kept in proper perspective. Today, So- 
cial Security and our industrial pension 
plans go a long way toward relieving 
some of the worry our forefathers had 
of becoming dependent on their chil- 
dren, but even these plans—generous as 
they may be—should be supplemented 
by one’s own systematic savings and in- 
vestment programs. 

There was a time, not too long ago, 
when an estate plan consisted solely of 
a will, often drafted late in life and 
seldom reviewed. The testator would tell 
his family lawyer the names of the per- 
sons whom he wished to receive his 
property. The attorney put these wishes 
in legal form—and there was your ‘es- 
tate plan.’ It is a far cry from the estate 
planning work of today, the culmination 
of the efforts of the attorney, account- 
ant, trust officer and insurance repre- 
sentative. While a will is a most import- 
ant document, it is only one of many 
that may be needed. Good planning must 
concern itself with living as well as with 
dying—it is an occasional rather than 
a one-time affair. 


The First Plan: Insurance 


When should a person begin to plan 
his estate? Probably when as a young 
man he first enters business; certainly 
when he marries, if he, or his wife, has 
any appreciable property. A typical case 
would be that of “Ted Downes.’ 

Ted married immediately upon grad- 
uation from college and became a very 
junior executive in a large oil company. 
He rented an apartment in the city and 
except for household furniture, a small 
bank account and $15,000 ordinary life 
insurance (naming his wife as benefici- 
ary), he has very little other property. 
The company provides group insur- 
ance for employees which amounts to 


$10,000 in Ted’s case and is also pay. 
able to his wife. In addition there is a 
Pension Plan but since retirement is a 
long way off he is not presently con. 
cerned with this. 

Ted’s present need is protection—pro- 
tection for himself, for his wife, and 
for expected children. His total life in. 
surance of $25,000 is scarcely adequate 
in the event of untimely death. At this 
point term insurance should be consid- 
ered. While this is not building up any 
reserve for the insured, it does obtain 
the maximum family protection at mini- 
mum cost. Furthermore, he will be able 
to convert it into ordinary life insur- 
ance when his finances improve, without 
the necessity of a medical examination. 

In addition, Ted should make certain 
that he has adequate protection in the 
event of disability. This often neglected 
protection could be of the greatest im- 
portance. It may be that he could afford 
a separate disability policy or add a dis- 
ability feature to his present policies. 

Ted’s next concern best to 
utilize his life insurance. Being primar- 
ily concerned in obtaining the proper 
protection for the wife, he should con- 
sider her needs and characteristics be- 
fore arriving at any final conclusion as 
to how the insurance should be payable. 
Can she handle the investment of insur- 
ance money she may receive, or would 
she need someone to assist? Would she 
select a competent advisor or will she 
listen to “bridge-table” gossip? Is she 
apt to be over-generous or careful with 
her funds? If she is familiar with in- 
vestments and has sound financial sense, 
then Ted might leave his insurance out- 
right to his wife. 

If there are doubts as to the wife's 
ability to manage any substantial sum 
of money, Ted might utilize one of the 
optional settlement methods. The objec: 
tion to this method is two-fold: First, it 
is rigid; his wife will receive a stated 
amount—if left at interest she will re- 
ceive merely the interest each year, if 
under one of the other options she may 
receive interest and some _principal— 
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there will be no provision for additional 
payments when needed. Second, there is 
no protection against increased living 
costs due to inflation or other changes. 
This suggests a third method: life in- 
surance made payable to a trustee under 
an Insurance Trust, giving the Trustee 
broad powers of investment. A compe- 
tent trustee should be able to invest the 
funds to provide some hedge against the 
dangers of inflation. Then, too, approp- 
riate provisions can be included in the 
Trust which will permit the Trustee to 
utilize principal in event of special need 
of the beneficiaries and to accumulate 
income during periods when all the 
available income may not be needed. 


Time for Planning by Will 


While at the beginning of his career 
a large part of his surplus dollars will 
go into the purchase of life insurance, 
it will also be necessary for Ted to 
accumulate funds for emergencies and 
for purchase of a home. Here a savings 
account is essential, and some savings 
bonds for a “back-log.” If, as time goes 
on, there should be any surplus funds, 
he should consider periodically invest- 
ing in top-grade common stocks or a 
good mutual fund—again with the idea 
of providing some hedge against infla- 
tion. 

At this stage a will becomes essential, 
if one was not already drawn upon mar- 
riage. He will want to dispose of his 
clothing, jewelry and household furni- 
ture, as well as whatever cash and se- 
curities he has accumulated. The per- 
sonal effects will probably be left out- 
right to his wife. If he adopts the idea 
of having his insurance made payable to 
a trustee, then perhaps he should also 
leave the balance of his property out- 
right to his wife. If he does not use the 
insurance trust method he may want to 
provide a trust for his wife under his 


will. Here again, he must consider her 
characteristics to determine how to leave 
his property. 

In any event an appropriate provision 
should be included in his will, as well as 
any insurance trust, to take care of the 
possibility of his wife predeceasing him 
or the possibility of their dying in a 
common accident. Although Ted has no 
children at the present time it might be 
well for both his trust agreement and 
his will to provide for the possibility of 
children being born to him and his 
omitting to make a change in the will 
before his death. 

Actually, Ted decided against taking 
out any term insurance. Preferring grad- 
ually to increase his ordinary life insur- 
ance, including disability benefits in 
new policies. He also exercised one of 
the optional settlement plans with re- 
spect to all his policies: the “twenty year 
certain and for life option,” naming his 
wife as primary beneficiary and chil- 
dren as secondary beneficiaries. Hence 
his wife will reecive an annuity for life 
from his insurance and if she dies with- 
in 20 years of his death a portion of 
the principal will remain for the chil- 
dren. 

He felt that until his group insurance 
increased to a more substantial amount, 
his wife should receive it outright and 
would invest it on advice of competent 
counsel. Furthermore, Ted’s company 
had inaugurated a deferred profit-shar- 
ing plan, since the time of his employ- 
ment, and he designated his wife as 
beneficiary in the event of his premature 
death. 

In a simple will prepared by his at- 
torney he left his entire estate to her, if 
surviving, otherwise to the children, 
with appropriate provisions for reten- 
tion of any minor’s share. Here again 
Ted felt that since his estate was small 
and since he left his major asset, the 


life insurance, under a settlement option 
for his wife, a trust was not yet neces- 
sary. 


The Successful Business Man 


A number of years passed and Ted, 
in his middle forties, became one of 
the more important executives in his 
company, not the top man but well up 
the line. His group insurance has in- 
creased considerably and he has taken 
out additional life insurance. He has 
purchased a home and taken title in the 
name of himself and his wife. He has a 
substantial interest in his company’s 
Profit-Sharing Trust and is a partici- 
pant in their Pension Plan. He has ac- 
quired a fairly substantial amount of 
high grade common stocks. In addition 
to these assets he is the father of three 
children, none of whom has yet attained 
the age of twenty-one, the eldest having 
just entered college. 

Obviously the plans previously work- 
ed out are no longer adequate and re- 
quire a complete revision, as a sum- 
mary of his assets indicates: 


Home (owned jointly with 

| NED RER sa 
Miscellaneous personal effects 10,000 
Ordinary Life Insurance (face 


value) eck, sciihan staal 60,000 
Group Life Insurance (face 

value) ; 50,000 
Securities —___ Regie Se _.. 100,000 
Profit-Sharing Plan (not tax- 

able in estate) 20,000 
Total Estate . ___.....$280,000 
The Federal Estate Tax (without 


credit for State Estate or Inheritance 
taxes) would be almost $50,000 if his 
wife should predecease him; under 
$11,000 if she survives. 


New Times — New Plan 


So Ted’s have again 
changed in the light of new conditions 


objectives 
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and financial status. While his wife 
might be able to manage a small invest- 
ment portfolio, Ted now realizes she will 
need help in making wise investments 
to produce an adequate income with 
maximum safety for the family. He 
wants to make certain that his children 
receive a good education, and have a 
reasonable nest-egg to start their own 
life. 

He realizes that one of his two daugh- 
ters might marry into a wealthy family 
while the other may choose a man not 
blessed with too much of this world’s 
goods. While all three of his children 


are vigorous and healthy, there is no 


certainty that this situation will con- 
tinue. Hence he would like his estate 
plan to take cognizance of these factors. 

Then too, Ted has the thought that a 
possible daughter-in-law, presently non- 
existent, should receive some considera- 
tion. If his son should marry at an early 
age and die prematurely before being 
able to provide adequately for his wife, 
Ted would like to make certain that she 
would have some provision made for 
her. And it might be well if the son 
had a “grub-stake” should there be an 
opportunity for him to buy into a small 
agency or business, or to pursue any 
special talent. Ted is naturally anxious 





MR. TRUST OFFICER 


Would You Like These Aids? 





Trust Officers, with an eye on the future, find 
THE PURSE COMPANY 
ready, willing and able to lend them a helping 


hand. 


For example, here are two items that we will send 
you without cost or obligation. Just let us know 
by letter or telephone that you would like to have: 


“Customers’ Objections to Trust Service” 


“Questions To Interest Persons in Trust 
Department Service” 


We will gladly send you a FREE copy of either 


or both. 


g The Pune Cownpavuy 


Headquarters for Trust Advertising 
435 CHESTNUT STREET = 
Pa? = O00 3 OF OS 6) SF Cs & ~~ BB > —} — 3D -) 





820 


to keep his estate taxes to a minimum 
without sacrificing the essential objec. 
tives of his plan. Let us see how all thi, 
can be accomplished. 

First, the home, in joint names, will 
automatically pass to Mrs. Downes if 
she survives. If not, it will pass under 
Ted’s will. Since she might predecease 
her husband, it may be well to include 
a provision in Ted’s will authorizing his 
executor to retain the home and permit 
the children and their guardian to live 
there rent free, at least until the young. 
est child attains his or her majority. 

Personal effects: As in Ted’s present 
will, these effects should be left to Mrs. 
Downes if she survives, if not, to the 
children in such shares as agreed upon. 
In event of any disagreement, distribu- 
tion can be left to the executor’s discre- 
tion. 

Marketable securities: Ted is not sufh- 
ciently affluent at this time to warrant 
his giving away his securities. Hence, 
these will be retained and pass under 
the will as part of his residuary estate. 

Pension and profit-sharing benefits: 
Since Ted is in his middle forties h: 
presently has no concern with the pen- 
sion plan. It is a non-contributory one, 
and if Ted dies prior to retirement 
neither Ted’s wife, nor his estate will 
receive any benefits. 

Ted had designated his wife as recipi- 
ent of his Profit Sharing bene‘ts in 
event of his premature death. Since the 
amount of the profit sharing benefit has 
grown and will continue to, it seems 
advisable to have the proceeds payable 
to a named beneficiary to avoid their 
being taxable in Ted’s estate, in the 
event of death prior to retirement, al- 
though they will be subject to a long: 
term capiial gains tax. We are recom: 
mending that Ted assign part of his 
ordinary life insurance to a trustee, and 
suggest that his profit sharing benefits 
also be made payable to this same trust. 

Life Insurance: We would recommend 
that half of his ordinary life insurance 
(present face value of $30,000) be as 
signed irrevocably to the trustee of am 
unfunded insurance trust. This should 
be Ted’s most recently acquired insur 
ance to keep the Gift Tax to a minimum. 
If Ted reserves none of the rights under 
the policies and no right to amend oF 
revoke the trust, then—assuming Ted 
lives three years—there would be no 
question but that the proceeds of his 
life insurance under present Federal Es 
tate Tax law are free from taxation i0 
the estate. The balance of life insurance 
(original insurance of $15,000 plus 
$15,000 additional) could be made pay 
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able under an optional settlement plan 
preferably the “twenty years certain and 
for life option.” This provides some tax- 
free income to Mrs. Downes. Mrs. 
Downes should also be given a power 
to change the payment method, so that 
this insurance will qualify for the mari- 
tal deduction. 

The Group Life Insurance, which has 
a present value of $50,000 and may 
grow to $100,000 if his salary should 
increase, can also be made payable to 
this insurance trust. If the insurance 
company writing the group insurance 
permits it, Ted’s Policy should be as- 
signed irrevocably to the trust, thus 
eliminating this asset from taxation in 
his estate. The distributive provisions of 
this irrevocable trust would be along 


the lines desired by Ted. 


Revising the Will 


If his wife predeceases him Ted’s will 
should leave the home to his children 
with specific authority in the executor 
to retain it until the youngest child at- 
tains majority and giving permission to 
them and their guardian to occupy it 
rent free. 


Mrs. Downes having a comparatively 
small estate of her own, the use of the 
maximum Marital Deduction is advis- 
able. The residuary estate should be di- 
vided into two shares—the first being 
that fraction of the residue, which when 
added to other property passing to Mrs. 
Downes, would produce the maximum 
Marital Deduction. The second share 
would consist of the balance of the es- 
tate, with estate and inheritance taxes 
coming out of this share. 


The first or Marital Deduction share, 
could either be left outright or in trust 
with income being payable to Mrs. 
Downes and a power of appointment 
granted her. The second share, being 
the balance of the residuary estate, could 
be added to Ted’s Insurance Trust as 
would any part of the first share over 
which Mrs. Downes failed to exercise 
power of appointment. 

Next, Ted must consider the selection 
of a trustee for his insurance trust, an 
executor of his estate and trustee under 
his will, and a guardian for his minor 
children, if his wife predeceases him, 
with broad investment powers to the 
trustee. Ted’s wife, if she survived, 
would be the logical guardian of the 
person, but a contingent successor 
should be provided for. The bank would 
naturally be considered for appointment 
as guardian of whatever property is not 
retained under the trust. 
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Asset 
Home __. 


Disposition 
Passes automatically to wife if she 





Ordinary Life Insurance. 


survives; if not to children under 
will 





$30,000 assigned to Trustee of ir- 
reyorabre truse <8 


$30,000 by company for wife under 
optional settlement 





Group Life Insurance ___. Assigned to Trustee of irrevocable 


Profit Sharing Plan 


Personal Effects 


Residuary Estate ____. 


nee ee Pee Rimes oes Oe SE 


ee Payable to Trustee of insurance 
trust 


eee Bequeathed under will to wife, if 


she survives; if not, to children __ 
_Approximately $5,000 payable out- 
right to Mrs. Downs 
Approximately $95,000 less Estate 
Taxes held in trust for Mrs. Downs 


Taxable 


$ 40,000* 


30,000* 


10,000* 


5,000* 


85,000 


Non- 
Taxable 


$ 30,000 


50,000 


20,000 





$170,000 $100,000 


*These items, totaling $85,000, would qualify for the Marital Deduction. 





The above summary shows the effect 
of carrying out these suggestions. 

Federal Estate Tax (without credit 
for State Estate or Inheritance Taxes) 
would be less than $2,500 if his wife 
survives; and about $23,000 if his wife 
fails to survive, a tax saving of about 
$8,000 or $23,000 respectively. 


The Executive at Retirement 


The years have continued to pass and 
Ted has arrived at the age of retirement 
after having become Executive Vice- 
President of his company, with a larger 
salary and other benefits. 

Ted still has his same home. Group 
insurance has been increased to $100,- 
000 but will drop back to $50,000 in 
the course of five years after retirement. 
He still has his $60,000 ordinary life 
insurance. Profit-sharing benefits have 
increased to $80,000 and will shortly be 
payable in one lump sum subject to 
long-term capital gains tax, so his net 
will be $60,000. His investments have 
increased to $200,000 which together 
with his $60,000 profit-sharing will 
bring total investment funds to $260,- 
000. 


The pension of $40,000 a vear for his 
life will provide his wife $20,000 so 
long as she survives, subject of course 
to income tax. 

Ted’s wife is still living and in good 
health, as-are his three children.. How- 
ever, they are all married and Ted now 
has ten grandchildren. Ted’s younger 
daughter has married a young man who 
is doing very well financially and ex- 
pects to receive a substantial fortune 
when his father dies. Ted’s older daugh- 
ter married a young assistant college 
professor, whose financial prospects are 
not too good, 

Under these circumstances what 
should Ted do? Obviously his estate 
plans should again be reviewed. Let us 
look at Ted’s present financial picture 
below. 

Under his present will, the residuary 
estate is divided into two parts—one a 
marital deduction part amounting to 
about $82,500 going outright to Mrs. 
Downes, and the balance of $162,500, 
less taxes of about $22,500, or $140,000 
being added to Ted’s irrevocable life 
insurance trust. The existing plan fits 

(Continued on page 905) 





Asset 
Home (owned with wife) 


Ordinary Life Insurance 
$30,000 assigned to trustee - 


$30,000 held for wife under optional settlement . 


Group Life Insurance 

$100,000 assigned to trustee une 
Miscellaneous personal effects ______-___. 
Residuary Estate: 


Profit Sharing Distribution (net ere ssknbadeenidiiuntaibias 


Investments __......... 


| eee ae et aT eee eA eee Re MC Ee, 


Expenses 





Non- 
Taxable Taxable 
$ 40,000 
$ 30,000 
30,000 
100,000 
10,000 
60,000 
200,000 
$340,000 $130,000 
Bee Re SS ee 15,000 
$325,000 
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COORDINATING INSURANCE AND GENERAL ESTATE 


Baker’s Dozen Areas of Interrelationship Outlined 


HE PROPER PLANNING OF AN ESTATE 
< eaten the consideration of every 
element comprising it. The type and 
characteristic of each asset and each in- 
strument of transfer must be explored. 
The characteristics and needs of each 
beneficiary to whom property or prop- 
erty benefits will pass must be assessed. 
These factors must be evaluated to de- 
termine whether the estate owner’s ob- 
jectives are being consummated. There- 
fore the coordination of the life insur- 
ance estate and the general estate is 
essential if a proper job of estate plan- 
ning is to be done. 

There are many reasons why this in- 
tegration and coordination are essen- 
tial. 

1. In the preparation of the Will 
and the establishment of a pattern of dis- 
tribution, determination of what proper- 
ty should qualify for the marital deduc- 
tion becomes most important. The meth- 
od in which the insurance proceeds are 
payable and the rights given to the 
spouse as beneficiary determine quali- 
fication or nonqualification of the pro- 
ceeds for the marital deduction. In some 
instances, because instalment option 
payments including both principal and 
income are used or perhaps because of 
the desire that certain probate estate 
assets should fall into the residuary 
estate, it may be important to qualify 
the life insurance estate for the marital 
deduction. In other situations qualifica- 
tion may not be desired. This, of course, 
requires a complete analysis of the 
policies to determine present status and 
indicate changes to be made in bene- 
ficiary provisions. In view of a recent 
decision it may be desirable to give the 
spouse a power of appointment to her 
estate when qualification is desired 
rather than to rely solely upon a full 
right of withdrawal or commutation. 

2. Another facet requiring correla- 
tion of the two estates is the source of 
the payment of estate and inheritance 
taxes. If the insured resides in a state 
with an apportionment statute unless the 
Will contains a tax clause sufficiently 
broad in language so that estate and in- 
heritance taxes are to be paid out of 


822 


STUART A. MONROE 





Mr. Monroe, a member of the New York 
Bar, is a former assistant counsel of a large 
New York insurance company, where he dealt 
with tax and estate planning matters. From 
1952 to 1954 he was director of Field Super- 
vision at the Home Office of The Mutual Bene- 
fit Life Insurance Company. Since 1954 he has 
been general agent of The Mutual Benefit 
Life Insurance Co. in Chicago where he has 
also conducted an Estate Planning course. 
Mr. Monroe is co-author of the book, Practi- 
cal Property Planning — A Workbook of Es- 
tate Planning for the Life Underwriter. He is 
also a lecturer at the C. L. U. Institute. 





the residuary estate, the executor will 
have to tap the life insurance proceeds 
payable to a third party beneficiary for 
the allocable share of the taxes. Even 
in those states lacking an apportionment 
statute the executor may sue to recoup 
the Federal estate tax from the insur- 
ance proceeds by reason of the pro- 
visions of the Internal Revenue Code 
unless the Will provides for payment 
out of the residuary estate. 

3. In some situations it is appropri- 
ate and desirable for some or even all 
of the life insurance policies to be trans- 
ferred to family members or to a trust 
during the insured’s lifetime. This, of 
course, is a tax saving measure for the 
estate of the insured. In addition the 
succession of ownership in_ policies 
owned by someone other than the in- 
sured should be explored. Often a policy 
is acquired on the life of a child in- 
tended as a gift but the policy is writ- 
ten on a standard juvenile policy form 
with ownership in the parent until the 
insured’s age 21 or 25. In many estate 
situations this is not desirable. 

4. In many estates today there will 
be encountered an insurance policy on 
the life of the husband owned by the 
wife. Sometimes there will be a policy 
on the life of the wife owned by the hus- 
band. In most instances the policy will 
provide for the rights of ownership to 
pass to the estate of the owner should 
the owner predecease the insured rather 
than for those rights to go to the in- 
sured or to the children. The Will of 
the owner will control the disposition 
of these rights. The architect of the 
estate plan must provide for the proper 


disposition of the policy. In far too 
many instances the Will simply leaves 
all the estate to the husband, whereas, 
generally it would be better to leave the 
policy to the children, either by trust or 
outright. Because an estate may have 
to be kept open for several years, the 
Will should contain direction and av. 
thorizations for the payment of premi- 
ums, premium loans, cash loans, sur. 
render for cash value, dividends, and 
other policy rights. 

5. When a testamentary or living 
trust is used as part of the estate plan 
the coordination of its distribution pat- 
tern with that of the beneficiary pro- 
visions of the life insurance is para 
mount. Should the distribution of prin- 
cipal to the children be made at the 
same ages, say 25, 30 and 35 in both 
the trusts and the life insurance poli- 
cies? Where withdrawal provisions are 
used in the life insurance policies are 
they integrated with those allowed in 
the trusts, if any? If not, double the in- 
tended annual withdrawal privilege maj 
be given. The annual $5,000 or 5% with- 
drawal privilege (whichever is greater] 
can be extended to the insurance settle: 
ment provisions if desired. Do both the 
will and the life insurance estate provide 
for a per stirpes distribution? 

6. When there is a buy and sell 
agreement funded by life insurance the 
policies should be properly integrated 
with the agreement. In addition the 
Will should direct the executor to act 
pursuant to the provisions of the agree: 
ment if it is in effect at the time of 
death. 

7. The provisions of the Will with 
respect to simultaneous death or shor! 
time survivorship should be integrated 
with the life insurance estate. Many 
Will draftsmen today reverse the pre 
sumption of the simultaneous death 
statute by providing that if the testato! 
and his wife should die under circum 
stances whereby it cannot be determined 
which survived the other, then for the 
purposes of distributing property undet 
the Will it shall be presumed that the 
wife survived. A clause of this kind 
seems desirable in many situations and 
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apparently is satisfactory under the 
Federal estate tax regulations relating 
to the marital deduction. Such a clause 
in the Will does not, however, cover ihe 
life insurance estate. It would not. Quite 
frequently the life insurance estate will 
not only comprise a substantial portion 
of the estate but will be qualified for 
the marital deduction. Failure to include 
a clause reversing the presumption of 
the simultaneous death statute in the in- 
surance estate as well as in the Will can 
defeat the estate plan. 


. 


5. An increasingly used “tocl” in 
estate planning today, in those states 
which permit it, is the life insurance 
trust and the pour-over Will. By this ar- 
rangement the life insurance property 
is combined with the probate estate in 
one instrument and under one man- 
agement. It can be said that here we 
have complete coordination of the pro- 
bate and life insurance estates insofar 
as their distribution pattern is con- 
cerned. The greater use of discretionary 
right plus the chance for enhancement 
in principal through equity investments 
has attracted many insureds to the life 
insurance trust. When the life insur- 
ance estate is substantial and the pro- 
bate estate not of great size the use of 
a life insurance trust and pour over 
Will can facilitate the splitting of the 
estate for marital deduction qualifica- 
tion purposes. 

2. The estate planner would do well 
to check how bank loans on life insur- 
ance policies may affect the planned dis- 
tribution of the estate. A number of 
State courts have held that where, in 
the absence of a contrary expressed in- 
tention, the lending institution satisfies 
its loan from the proceeds of the insur- 
ance policies, thus reducing the amount 
received by the beneficiary, the bene- 
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ficary may recover from the estate of 
the insured the amount of the loan and 
interest deducted. The same result would 
not be reached if the loans against the 
security of the policies had been with 
the insurance company. 

This problem is particularly acute 
where the beneficiaries of policies 
pledged as collateral are other than 
those named as legatees under the Will. 
For example, an insured could have life 
insurance policies in favor of children 
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of a prior marriage intended for educa- 
tional purposes. Because of business 
necessity or otherwise the policies are 
pledged as collateral in order to obtain 
a bank loan. The present wife is the 
sole legatee under his Will. Should the 
insured die it is most likely that the 
children or their representatives will file 
a claim against the estate for any 
amount of the policies used by the bank 
to repay the loan. 


10. In most situations it is relatively 
easy to plan payments and rights under 
the settlement options of life insurance 
policies for the benefit of the wife so 
as to coordinate them with the estate 
distribution pattern of the Will. But 
when there are a number of small chil- 
dren and a fairly substantial insurance 
estate it is difficult to arrange the use 
of settlement options for the children as 
contingent beneficiaries if the wife pre- 
deceases the insured or survives him for 
only a few years. The problem is usually 
answered by the use of the interest op- 
tion with full right of withdrawal. This 
arrangement would require guardian- 
ship with its attendant restrictions and 
lack of discretion. 

A more flexible solution might be 
found in the use of a contingent bene- 
ficiary life insurance trust, revocable by 


for BANKS 
TRUST COMPANIES 








the insured, and unfunded. The policies 
show the wife as primary beneficiary 
with payment to be made to her under 
the selected settlement option or op- 
tions. The contingent beneficiary, in a 
single sum, is the trustee under the life 
insurance trust, referred to by date. The 
trust should be the contingent benefi- 
ciary not only if the wife predeceases 
the insured, but also if she survives, and 
then passes on. In the latter contingency, 
the commuted or remaining value under 
the option is paid to the trustee in a 
single sum. 

An alternative to the above procedure 
is to designate the trustee under a trust 


in the Will of the insured as the second- 
ary beneficiary of the life insurance 
policies. Care should be taken in this 
latter arrangement to be certain a trust 
is created under the insured’s Will 
whether the wife predeceases or sur- 
vives. In some situations a trust is 
created only if the wife predeceases her 
husband. 

ll. If the estate owner has a favor- 
ite charity or two and wishes to make a 
bequest to them, often such result can 
be better accomplished through the use 
of life insurance policies than by be- 
quest in the Will. The life insurance 
policy irrevocably payable to a charity 
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gives an income tax deduction to the 
insured during lifetime. 


12. In recent years there has been 
a substantial increase in the amount of 
life insurance acquired by corporations 
to provide cash for the redemption of 
stock pursuant to section 303 of the 
Internal Revenue Code and thus supply 
liquidity to the estate of the insured, 
Many of these situations would be bet. 
terter coordinated if an agreement were 
entered into between the insured and 
his corporation providing for the pur. 
chase of stock from his estate in ac. 
cordance with section 303 and stipulat- 
ing the price at which the sale shall be 
made. 


13. <A final question: Will the life 
insurance policies intended for liquidity 
to meet estate costs be available for that 
purpose? If the wife or some other 
family member is named as beneficiary 
is there assurance that she will use the 
funds to purchase probate estate assets 
so as to provide the estate with the 
needed cash? If there is doubt, perhaps 
the estate of the insured should be desig- 
nated as beneficiary even though the 
proceeds may be subject to inheritance 
taxes and claims of creditors (this may 
not be of importance in many estates). 
Another solution is to use a life insur- 
ance trust giving power to the trustee 
to purchase assets from the estate of the 
insured or to loan money to the in- 
sured’s estate. 

From these 13 points at which in- 
surance touches general estate planning, 
it is clear that an overall approach is 
essential to coordinated programming of 
the client’s affairs. 


A A A 


PROBATE ATTORNEYS ASSOCIATION 
ELECTS SCHAEFLER 


Leon Schaefler of New York was 
elected president of the Probate Attor- 
neys Association (International) at its 
annual meeting in Miami Beach last 
month. Vice president is J. Louis Eberle 
of Boise, Ida., secretary, George J. 
Winger of Kansas City, Mo., and chair- 
man of Board of Directors, R. V. 


Nichols of Fort Worth. 
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e The Insurance Trust idea was early 
recognized as a mutually beneficial serv- 
ice of life insurance and trust compan- 
ies. The earliest recorded article on this 
subject, by a New York trust officer, was 
published in the Jan. 1906 issue of Trust 
Companies Magazine (now Trusts and 
Estates). 
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Stocks or Insurance? 


Answer to Inflation is More Life Protection 


CARL E. STANFORD 


Trust Officer, The Ohio National Bank of Columbus, Ohio 


NFLATION DURING THE LAST TEN OR 
| twenty years has caused many own- 
ers of life insurance serious concern. A 
doctor, for example, may have $30,000 
in cash values in his $50,000 of insur- 
ance upon his retirement, but he now 
realizes that a guaranteed annuity of 
approximately $190 a month will be 
grossly inadequate in view of the in- 
creased cost of living. Would he now be 
in a better financial position if he had 
not invested in insurance at all, but used 
his premium dollars to buy stocks? 
Should he take paid-up insurance on his 
present policies and then use his pre- 
mium dollars to buy stocks? 

One of the nation’s largest brokerage 
firms which, after all, is interested in 
encouraging the public to buy stocks, 
has cautioned against buying stocks un- 
til an individual has: (1) adequate life 
insurance; (2) six-months’ income in 
cash reserves; and (3) his home paid 
for in full. Let us examine these three 
prerequisites to buying stocks. 


““Adequate” Insurance 


Adequate life insurance to provide 
for one’s family in the event of death 
should be that amount which will re- 
place his lost earning power and enable 
his family to live comfortably. They 
may have to live at a somewhat reduced 
standard of living, but there should be 
enough to provide for the college educa- 
tion of the children. Automobiles, 
homes, college education, food, and 
clothing cost at least twice as much as 
they did twenty years ago. It follows, 
then, that “adequate life insurance” to- 
day should not be merely double the 
amount of insurance a ‘man had twenty 
years ago, but double what he should 
have had twenty years ago. 

What constitutes adequate life insur- 
ance must also be determined in ac- 
cordance with an individual’s age, his 
family’s present standard of living, the 
number and ages of his children. A 
father who has children 5, 7, and 9 


This article is based on an address before the Day- 
ton Life Insurance and Trust Council. 
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years of age certainly needs more in- 
surance than a man whose children have 
finished college and are now self-sup- 
porting. A doctor, whose wife and minor 
children will not be entitled to the $254 
a month of Social Security benefits, ob- 
viously needs more insurance than 
someone fully covered by Social Secur- 
ity. 

In considering the need for “adequate 
life insurance,” let us not forget the 
fundamental advantages of purchasing 
life insurance instead of stocks. 

1. The guaranteed gain if death oc- 
curs before the expiration of one’s life 
expectancy can sometimes be spectacu- 
lar: 


If death occurs: % Gain 
In the Ist year 4000% 
In the 5th year 800% 
In the 10th year... += 400% 
In the 20th year... 200% 


If a man were to purchase stocks each 
year instead of investing in life insur- 
ance, he may die before he has been 
able to accumulate enough in stocks to 
provide for his family. By purchasing 
adequate life insurance, his family will 
receive enough for their support whether 
he dies in five years or twenty years. 

2. If the insured becomes totally and 
permanently disabled, his insurance be- 
comes fully paid-up in its face amount 
if his policy has a waiver of premium 
provision, whereas if he is merely buy- 
ing stocks periodically, he would have 
to abandon his investment program be- 
cause his earning power has terminated. 
In addition, in the case of insurance, his 
policy values would keep on building up 
just as if he were still paying premiums. 

3. He can borrow 100% of his cash 
values on his life insurance at any 
time. Although this may be a somewhat 
lesser percentage of his total premiums 
paid, it is usually much more than the 
10% limitation imposed by the Federal 
Reserve Board on the amount he can 
borrow for the purpose of purchasing 
or carrying stock registered on a na- 
tional security exchange. 


4. The guaranteed life income op. 
tions of insurance, either for the insured 
upon retirement, or for his widow upon 
his death, cannot be matched by stocks, 

5. The guaranteed cash values for 
the insured upon retirement, and _ the 
guaranteed face amount of the insur- 
ance for his family upon his death, can- 
not be guaranteed by any stock pur- 
chase plan. 

6. The semi-compulsory savings fea- 
ture of insurance will tend to force the 
insured to save for his retirement. and 
provide death benefits for his family, 
whereas any stock purchase plan is 
more likely to be changed or abandoned 
when confronted with paper-losses or 
paper-gains. 

7. Insurance, in contrast to stocks, 
has been protected as a favored type of 
investment by its exemption from exec- 
utor’s fees, attorney’s fees, appraisers’ 
fees, inheritance taxes, claims of credit- 
ors and will contest delays. 

5. The stock purchase plan cannot 
offer double indemnity for accidental 
death which insurance offers at a small 
additional premium. 

9. Stocks must be watched or man- 
aged by the individual (or someone else, 
for a fee) whereas the assets of insur- 
ance companies receive expert manage- 
ment during the insured’s _ lifetime, 
while cash values are building up, and 
the same expert management for the 
insured’s family, after death, without 
any additional management fee being 
payable. 

10. If stocks are purchased instead 
of insurance, the dividends are taxable, 
whereas the so-called “dividends” on 
life insurance policies are not taxable 
because they are merely a partial re- 
fund of the gross premium. But since 
stocks must be managed, which will 
probably result in sales from time to 
time, taxes must be paid on any gains, 
whereas the cash values of life insur- 
ance increase without being subject to 
current income taxes. If the cash values 
are taken at retirement under the life 
income options, he will probably have 


TRUSTS AND EsTATES 


ve) 


th 
tic 
an 


qu 






very little tax to pay because they will 
be taxed as an annuity. 

11. Not to be overlooked, finally, is 
the fact that for fixed dollar obliga- 
tions, such as a mortgage, nothing guar- 
antees their liquidation as effectively as 
insurance. 


Cash Reserve and the Home 


The six-months’ income in cash re- 
serves, indicated as the second prere- 
quisite to buying stocks, could be in the 
form of checking accounts, savings ac- 
counts, or bonds. Such funds are ne- 
cessary for emergencies which require 
immediate cash, like an expensive oper- 
ation, a new refrigerator or an urgent 
airplane trip. 

Some individuals claim, in defense of 
their having bought stocks while still 
having a mortgage on their home, that 
it is desirable to have a mortgage be- 
cause as they make each monthly pay- 
ment on the principal, they are saving 
money they might not otherwise save. 
But if one would ask this same man ten 
years later, when his mortgage is paid 
off, if he believes it would be advisable 
to place a new mortgage on his home, 
in order to buy stocks, he probably 


“ce 


would say “no.” 


How Much in Stocks? 


If our family has satisfied the three 
prerequisites, how much should they in- 
vest in stocks? 

Probably, most people would agree 
that “excess current earnings” over and 
above taxes, cost of living, reserves for 
vacations, insurance premiums, and 
college education funds could be invest- 
ed in stocks if further inflation is ex- 
pected in the future. The selection of the 
right stocks, and deciding when to buy, 
are very difficult decisions. If the “Self- 
Employed Individual’s Retirement Act 
of 1959” passes, this may afford the 
best way to invest part of such “excess 
current earnings” for doctors, lawyers, 
and others who are self-employed. How- 
ever, under the present form of the Bill, 


_ INFLATION AND FAMILY INCOME 
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only ten per cent of an individual’s in- 
come with a maximum of $2,500 each 
year may be deducted. There is also a 
maximum of $50,000 which can be 
deducted over one’s lifetime. 

Should the cash values of life insur- 
ance be borrowed and invested in stocks 
if further inflation is expected? There 
have been a number of recent plans 
wherein the insured pays the initial 
gross premium, and then signs the ne- 
cessary papers so that he immediately 
borrows the cash value available at the 
end of the first year on a discounted 
interest basis. When he pays the second 
premium, the increased cash value is 
automatically borrowed. These borrowed 
cash values are then deposited from 
year to year in a Revocable Living Trust 
with a bank as trustee which invests 
these amounts in its common trust fund, 
in mutual investment funds, or directly 
in common stocks selected by the Trust 
Investment Committee. The interest paid 
on the loans is deductible at the in- 
sured’s highest tax bracket, so the net 
out-of-pocket interest expense is not 5%, 
but only 2% or 3%. Due to the divi- 
dend exclusion of $50, the 4% dividend 
credit and capital gains treatment of 
some distributions of mutual investment 
funds, the income from the trust assets 
may not fully be taxable to the insured. 

Those who enter this plan hope they 
will have insurance protection, and at 
the same time be able to accumulate a 
sizeable portfolio of stocks which will 
result in a greater value at retirement 
than the cash values of the insurance. 
Of course, if death occurs, the loans 
will be subtracted from the face amount 
of the insurance resulting in smaller 
death benefits. In an attempt to offset 
this loss, the so-called dividends paid by 
insurance companies are sometimes used 
to buy paid-up additional ‘insurance 
each year. Certain companies offer a 
special type of policy (for a higher pre- 
mium, of course) which not only pays 
the face amount, but also pays the cash 
value at the time of death. This would 
repay the borrowed amount so that the 
family would receive the full face 
amount of insurance plus the portfolio 
of stocks. But policy and other mini- 
mum deposit plans have been criticized 
by some State Insurance Department 
officials. 


Risks in Plan 


This plan to borrow the cash values 
of either old or new life insurance to 
buy stocks is highly questionable. It is 
nothing new, since one of the major 
advantages of insurance lies in the guar- 





anteed loan values. Cash values have 
always been available for loans, but 
were meant to be available for emer- 
gencies, not their systematic elimination 
by continuous borrowings. If there are 
no cash values because they have been 
previously invested in stocks, where will 
the insured obtain cash when a true 
emergency arises? His alternatives are: 
(1) sell his stocks which may result in 
a loss, or (2) borrow money on his 
stocks. 

At retirement, what should he do with 
his stocks if he has purchased them with 
borrowed cash values? His alternatives 
are: (1) sell his stocks, repay the loan, 
and then use his cash values to obtain 
a life annuity, but this may result in a 
loss if he happens to retire when the 
stock market is depressed; or, if he has 
a gain on his stocks, he will have to 
pay a capital gains tax of as much 
as 25% of his gain; (2) keep his stocks, 
cancel his insurance and eliminate the 
loan entirely; (3) keep his stocks, con- 
tinue to pay interest on the loan, and 
continue to pay premiums out of his 
reduced retirement income. None of 
these solutions is satisfactory unless he 
happens to retire when his stocks are 
worth substantially more than his costs 
plus interest. 
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It is said that to make money in the 
stock market, all one has to do is buy 
low and sell high.:Is now a good time 
to buy stocks when the Dow-Jones In. 
dustrial average has been setting all. 
time highs? when dividends on stocks 
are averaging 3%, while bond interest 
is averaging 4%? when stock prices are 
averaging 17 times earnings? 

If a man has inadequate life insur. 
ance, there can be no doubt that now 
is the time to buy more life insurance, 
He can always buy stocks during his 
lifetime, whenever he can make those 
difficult decisions as to when and what 
to buy. But, if he is to buy life insur. 
ance, he must buy it while he is still 
insurable. If he buys stocks instead, and 
the market goes down, he may be unin. 
surable when he decides to correct his 
mistake. If he buys insurance and the 
market goes up, he can still buy stocks 
during his remaining lifetime; but if 
he later becomes uninsurable, his insur- 
ance is then priceless, because it can’t 
be purchased at any price. 

Proper estate planning requires that 
the estate owner first have “‘adequate life 
insurance” to replace his lost earning 
power, and to provide a fund for the 
support of his family in case of death. 
The amount of the death benefits of this 
insurance must be large enough to meet 
his family’s increased costs of living in 
the future if inflation continues. Only 
after purchasing adequate life insur- 
ance (undiminished by loans), having 
six-months’ income in cash reserves, and 
having a home fully paid for, should 
stock purchases be considered to build 
up a portfolio to increase retirement in- 
come. Even then, stocks should be pur- 
chased only after seeking competent 
investment advice, with periodic re- 
views. The borrowing of the cash values 
of this insurance to buy common stocks 
or mutual funds should be vehemently 
discouraged by all those engaged in es- 
tate planning. 

The professional man who has only 
$50,000 of insurance has good cause to 
worry about inflation. But the answer 
for him, as for most people, is to fight 
inflation by buying more insurance 
while he is still insurable. 


A AA 


e Two pamphlets have been issued by 
the Connecticut Bar Association — “No 
Estate Is Too Small to Have a Will” and 
“When Do I Need a Lawyer?” The for- 
mer is a reprinted excerpt from “To 
Live Again” by Catherine Marshall, 
widow of the Rev. Peter Marshall, Chap- 
lain of the United States Senate, who 
died intestate. 
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LIFE INSURANCE vs. INFLATION 


EWSPAPERS and trade journals have recently been 

citing some quite surprising facts about the dollar and 
those dependent wholly on life insurance proceeds, pensions 
or other fixed income who are the forgotten men of the 
current “prosperity.”” One eminent economist, for instance, 
has pointed out the fact that the $215 billion of life insur- 
ance now in force buys only 90% as much as did the $102 
billion in force in 1932. And the longer life expectancy has 
added a further burden on those who seek financial security. 


The obvious is often most misleading. A good example is 
the prevalent emphasis on the inability of the life insurance 
dollar to buy as much as the dollars which paid for it. This 
misses the main points and overlooks the principal values 
of this form of protection. The downtrend of our currency 
standard has been the greatest single hardship to our most 
valuable citizen — those who produce enough to save, and 
then save it. 

But to jump to the conclusion that life insurance has lost, 
or is threatened with losing, its basic usefulness can bring 
much irreparable damage. The thinking people of the coun- 
try are seriously concerned as to whether there is any 
stopping the creeping inflation, and therefore whether the 
dollar will be a reliable or even desirable anchor to tie to. 
However, as one trust official pointed out, to take actions 
based on the assumption that the dollar will continue or 
repeat its performance of recent years is to gamble against 
its stabilization. Either way, it is in the realm of a specula- 
tion, and the decision should take other elements into con- 
sideration. 


Probably the chief of these elements, so far as life insur- 
ance is concerned, is that it is the best method available to 
offset the possibility of a premature end of one’s productive 
life, especially where disability benefits are included, since 
many men have had to stop or reduce their business activities 
in the prime of their careers. 


Then there are always the times when one may need more 
immediate cash than is otherwise available, for emergencies 
or for opportunities. The person with builtup cash or loan 
values in his insurance has ready-made credit. 


Mortgages are but one of a number of obligations, fixed in 
amount, which can be paid off by insurance, as can personal 
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or business notes, either on maturity or when an estate is 
to be settled. And for the sole proprietor, partner or large 
stockholder of a “family” or personal firm, Business Insur- 
ance has proven the salvation of many enterprises with a 
limited market for their sale, or to provide associates with 
assured, trusteed cash for purchase of the retiring or de- 
ceased associate’s interest. 

In such times as these it is a bit too easy to rationalize the 
normal urge to spend instead of save with the excuse that 
“money isn’t going to buy as much in the future, and any- 
way it’s better for the kids to make their own like I did.” 
That is a crass evasion of a father’s or mother’s duty, for it 
overlooks the fact that we are handing our children the 
greatest debt burden in history, and the most difficult era 
in which to accumulate a competence “after taxes.” And 
who are so prophetic that they can be sure they will not 
prematurely pass on the job of raising the family to the . 
wife, or leave her to support herself, or that the children 
will be old enough, healthy enough or lucky enough to at- 
tain the above-average living that all of us wish for our 
loved ones? 

The “forced saving” of paying insurance premiums is a 
good personal habit, good Americanism. This country did 
not become great by leaving initiative to the government as 
the provider of “security.” By the very fact that social 
security “benefits” are increased, so is the value of those 
benefits liable to be decreased, and only by personal efforts 
and savings can we leave a superior heritage and a more 
than common protection. 

Life Insurance is a good asset and a basic one to every 
man’s or woman’s estate. It should be viewed as a protec- 
tion against the hazards of life rather than as a medium of 
investment. And for the very reason that it may take more 
dollars in the future to meet the obligations which everyone 


of means incurs — whether for debts, higher estate taxes, 
continuation of good living standards or other reasons of 
financial health — the thoughtful person will review his 


estate (and the net estate he can pass on) to see whether his 
insurance is adequate to do the jobs which it should and can 
do. 

Trust officers know how frequently valuable assets, or 
even homes or businesses, have had to be sold to pay taxes 
because of inadequate cash or liquid assets. If one is 
deeply concerned about the future of the dollar, as well as 
the future of his family, he will make sure that such sacri- 
fices are not necessary, and will provide the liquid assets 
through adequate insurance, where his money will earn 
interest to help offset dollar depreciation. 

[The above editorial appeared in this magazine in 1950. 
It is reprinted now, nine years later, because it is fully as 
apropos today — and tomorrow. | 


HOT WEATHER NOTE; 

The old Crystal Ball and Ouija Board are 
obsolete; an electronic computer is said 
to provide a year-and-a-half forecast of 
economic conditions. And a leading busi- 
ness college is working on an "anticipa- 
tion data" machine. What will be left for 
mere humans except to feed the mechanical 
monsters — and mininterpret them?....... 
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INSURANCE MAN vs. Trust Man: A Mytw? 


And Value of Planning His Own Estate 


WARREN H. EIERMAN and WILLIAM McGORRY 


Vice President 


: oom MYTH THAT INSURANCE MEN AND 
trust men are competitors — even 
antagonists — is not entirely without 
foundation. But, on inspection, the 
foundation seems rather restricted. And 
where it exists it often assures their 
common prospect of getting the best re- 
sults all round. 

For example, a young man with no 
assets but a promising future who may 
be in the market for $50,000 or even 
$20,000 of insurance is of genuine in- 
terest to the insurance man but not to 
the trust man. This does not make the 
trust man a competitor of the insurance 
man. In such a case their interests 
simply do not intersect or overlap. One 
is playing checkers and the other is 
playing chess, so to speak. 

In the treatment of insurance pro- 
ceeds different points of view occur. The 
insurance man is accustomed to think- 
ing in terms of options and of earmark- 
ing particular funds for specific pur- 
poses. The trust man, on the other hand, 
tends to think of aggregate assets gov- 
erned by an instrument which will per- 
mit the trustee to quarterback the situa- 
tion as it unfolds. But there is nothing 
irreconcilable in these points of view. 
In any given instance the pros and cons 
can be spread before the insured and 
he can make an informed choice. 


Basis for Differences 


There are intangibles entangled in the 
myth. Trust men by and large have not 
developed salesmanship to the refined 
degree that life underwriters have. Fur- 
thermore, the insurance man’s financial 
rewards from his activities start almost 
immediately. The 
trust institution in 
many instances 
can expect no re- 
wards for years, 
even decades. This 
difference is bound 
to produce differ- 
ent outlooks. Being 
human, the insur- ~ wim McGorRY 
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The Hanover Bank, New York City 


ance man would be 
very happy to have 
the trust man help 
sell some insurance 
for him. Being 
equally human, the 
trust man would be 
delighted if the in- 
surance man were to 
bring in a million- 
aire all ready to 
sign a will naming 
his bank as executor 
and trustee. Need- 
less to say, there are 
occasions when both Mr. 
are not completely 
satisfied. 

Genuine differ- 


Eierman (right) 
vice president of the Institute of Life Insurance, the planning of 
life underwriters’ own estates as a means of aiding them in 
analyzing the needs for insurance in the estates of their prospects. 


Assistant Vice President 





discussing with Blake Newton, executive 





ences of opinion are 
bound to arise, some resulting from 
convictions honestly held; some, per- 
haps, from incomplete understanding 01 
knowledge on the part of either or both 
parties. How much insurance is enough 
insurance? In a sense, it can be said 
that there is no limit. But take the case 
of a man currently worth over $2,009,- 
000 who was worth $100,000 fifteen 
years ago. On current facts there would 
be no liquidity problem in his estate. 
The insurance man points out that taxes 
and expenses will take, perhaps, $700,- 
000 or $800,000 from the $2,000,000 
before it reaches the children. The way 
to cover this, says the insurance man, 
is with life insurance. 

When the trust man’s view is asked, 
what does he say? “Mr. A, the question 
purely and simply is how much you 
wish to leave your children. Fifteen 
years ago, when they were mere tots, 
you would have left the family less than 
$100,000. Today, even with maximum 
taxes, you would leave well over a mil- 
lion. If you want to pass on intact what 
you now own, insurance is, by all odds, 
your best bet.” 


To Build and Preserve 


When all is said and done, the insur- 


ance man and the trust man will find 
that both their function and their inter- 
ests coincide more often than they clash. 
They have two basic functions in com- 
mon: to help build estates and to con- 
serve them. The underwriter builds es- 
tates with insurance, the trust man with 
investments. For years The Hanover 
Bank has advertised “Life insurance 
should be your first investment.” 
Trust men are well aware of the role 
of life insurance in creating an estate 
instantaneously, in providing liquidity, 
in bailing out a closely-held business, in 
enabling the executor to exercise valu- 
able stock options. They are equally 
conscious of the unique characieristics 
of life insurance from the standpoint of 
income and gift taxes. Insurance men, 
for their part, are aware that there are 
many things which can be done with 
insurance besides “programming il, 
and are increasingly conscious of the 
importance of over-all estate planning, 
to which the trust man can contribute 
much out of his personal experience and 
practical knowledge. Both the life un- 
derwriter and the trust man are keenly 
aware of how important—should we 
say, indispensable ?—life insurance is in 
business purchase arrangements. 


TRUSTS AND EsTATES 
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With this kind of picture, cooperation 
between insurance men and trust men is 
a “natural,” but to be effective, some 
partnership principles have to be ob- 
served. Such principles as have evolved 
from our experience cannot apply uni- 
versally and literally to other trust insti- 
tutions, although trust officers generally 
may be willing to subscribe to them in 
whole or in part. 


The Policy of Partnership 


1. We are prepared to cooperate 
with life underwriters in seeking solu- 
tions for estate planning problems 
preparatory to submitting them to 
counsel, or working in conjunction 
with counsel, even if we may not be 
the intended executor and trustee. 
However, this estate planning service 
is rendered by highly trained trust 
officers and therefore is costly. It fol- 
lows that the service cannot be offered 
indiscriminately and that there must 
be a reasonable prospect that on the 
averages, worthwhile business will 
eventually develop. 

2. Insurance men often are uncer- 
tain as to what is acceptable business 
for a trust institution. Size is the 
prime index, of course, but other fac- 
tors may enter into the problem such 
as the nature and location of assets, 
the manner in which title is regis- 
tered, the plan of distribution to be 
applied, and the jurisdiction in which 
administration may be conducted. Pol- 
icy differs, of course, from bank to 
bank but so far as size is concerned, 
assets of, at least, $100,000, exclusive 
of insurance, or $200/250,000 includ- 
ing insurance, will generally be within 
range. Actually, through the use of 
common trust funds or by providing 
for minimum commissions, estates of 
less than $100,000 and trusts of 
$25,000 or even less may be accept- 
able, but they are not actively 
solicited. The figures quoted earlier, 
therefore, can be regarded by the in- 
surance man as a rough rule-of-thumb 
for gauging cases which are likely to 
be of interest to the larger trust insti- 
tutions. A check of local trust insti- 
tutions should enlighten the under- 
writer as to their requirements. 


The foregoing is intended to create a 
background against which the life un- 
derwriter can judge what cases he can 
take up with a trust officer as a matter 
of mutual interest. Naturally, the under- 
writer would like to know what benefits 
he and his policyholder can expect from 
the arrangement. Let us see. 


Dry-Run Planning 


First, the experienced trust officer is 
capable of “pre-administering” an estate 
ma manner which the insurance under- 
writer cannot — simply because the lat- 
ter has not had direct exposure on this 
front. Thus, the trust officer is more apt 
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to spot pitfalls and booby-traps which 
could slow down or complicate the ad- 
ministration of an estate or trust. Slow- 
downs and complications lead to ineffi- 
cient and uneconomic results not only in 
specific costs but through missed oppor- 
tunities. A preview of the administra- 
tion by a qualified trust man can head 
off such results, and thus be of inestim- 
able value to the underwriter’s customer. 

Secondly, the form which this pre- 
administration takes is usually a de- 
tailed estate analysis and is ordinarily 
produced without cost or obligation to 
the life underwriter or his customer. In- 
surance recommendations with which 
the trust officer concurs will be made an 
integral part of such a report. There 
have been cases where the trust officer 
has been instrumental in selling the 
physical examination, thus helping to 
get the prospect over the first hurdle. 

The advantages to the life under- 
writer who makes selective use of a 
bank’s estate planning facilities are 
obvious: 


a. By freeing himself from much 
of the detailed planning work, he will 
have more time to prospect and, con- 
sequently, to sell insurance; which is 
his primary concern. 

b. The more he avails himself of 


this relationship, the more selective 
he is likely to become in identifying 
prospects. In other words, he is apt 
to gravitate toward individuals with 
greater ability to buy insurance, 

ce. He will benefit from “third party 
selling,” the advantages of which are 
preeminently acknowledged by insur- 
ance men. 


Credo 


It may be useful to recite here a few 
articles of creed and conduct which can 
apply between insurance underwriters 
and trust officers: 


1. In preparing and presenting an 
estate plan, the trust officer will take 
up differences of opinion with the in- 
surance underwriter privately. While 
prepared to incorporate in the estate 
analysis, as already mentioned, those 
insurance recommendations with 
which he concurs, the trust officer 
must be free to dissociate himself in 
those instances where he does not 
agree. 

2. The trust officer recognizes the 
virtues of the optional modes of set- 
tlement, including the surviving 
spouse’s $1,000 income tax exemption, 
but his.judgment will turn on the 
totality of the estate plan rather than 
any preconception. In brief, there are 
instances where the installment op- 
tions are just the thing; but, then 
again, there are instances where bet- 









Jlarcus & Go. 


is looking 
for jewelry 


But, since deep sea diving is not our specialty; 
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designed to yield a greater return on the liqui- 
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ter solutions are available. In the lat- 
ter instances, a trust arrangement 
of some sort may be looked upon as 
a “fifth settlement option.” 

3. Insurance is generally better 
suited to gift-making than other types 
of property. Nevertheless, there are 
circumstances in which the insured 
should resist the lure and hold onto 
his insurance. 

4. Company group insurance may 
seem to be an even more alluring sub- 
ject for a gift. The insured cannot 
benefit from it personally and it has 
no value to attract a gift tax. Never- 
theless, if transfer can be success- 
fully accomplished, the full face 
amount would be eliminated from the 
insured’s estate. Despite these attrac- 
tions, however, the subject should be 
carefully canvassed before any recom- 
mendation along these lines is of- 
fered. 

5. An underwriter who gives com- 
petent over-all guidance and personal 
attention to his customer’s needs 
serves him better than one who sells 
only on low net cost and tax deducti- 
bility. Care and protection for the 
insured’s family in the event of his 
death are the basic concerns of life 
insurance — as they are of the trust 
business. 

6. Trust officers should not look on 
underwriters only as salesmen. They 
should consider every insurance pro- 
posal on its merits and weigh it against 
the question: what can do the job 
better than life insurance? They 


should be conversant with the uses 
to which life insurance can be put: 
to build an estate; to protect other 
assets; to replace monies paid out in 
taxes and expenses; to supply liquid- 
ity; and to furnish a guaranteed fixed 
dollar return in all conceivable cir- 
cumstances. 


The Shoemaker’s Children 


This is as good a place as any to in- 
troduce an aside, but a very pertinent 
one. We have been dealing here with 
the estate planning activities of life un- 
derwriters and trust officers as they re- 
late to third parties. We have repeatedly 
found that life underwriters themselves 
are in need of estate planning assistance, 
recalling the old adage about the shoe- 
maker’s children. Renewal commissions 
have peculiar characteristics which call 
for more sophisticated planning than 
most other assets, and the underwriter 
would be well advised to look to his own 
estate planning on this score alone. The 
total outstanding renewals, properly dis- 
counted, are subject to estate tax pay- 
able within the usual time limits al- 
though actual collection is postponed 
over a period of years. On the other 
hand, the annual receipts are liable to 
income tax as collected. If the estate— 
the testamentary estate—is not carefully 
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planned, a kind of financial strangul. 
tion could result because of the time 
squeeze. Moreover, the total tax bhi 
may run much higher than need be. 

The remedies proposed by a tru 
man may sometimes strike the insw. 
ance man as odd, even heretical, as— 
for example—having some of his insw. 
ance paid to his estate to increase jts 
liquidity and, hence, the maneuverabij. 
ity of his executor. The creation of mil. 
tiple taxpayers, in the form of trusts, 
perhaps; the use of a residuary instead 
of a pecuniary formula for marital de. 
duction; and, possibly, the channelling 
of the renewals into the marital share 
are other concepts which may be applied 
where the size of the estate warrants, 
Here, certainly, is an area in which the 
trust officer with estate planning experi. 
ence can be helpful. 


Learning from Demonstration 


Besides being helped on his personal 
situation, the underwriter would thus be 
able to observe at first hand how the 
trust officer goes about uncovering po- 
tential administrative pitfalls and ta 
traps. By seeing the trust officer in ac 
tion and becoming familiar with the 
substance and form of his presentation, 
the underwriter can judge for himself 
which of his prospects or policyholders 
would benefit most from this kind of 
thinking. Generally these will prove to 
be the larger—if also the more complex 
—cases. Which means that the trust ofl- 
cer, for his part, is apt to be interested 
from the standpoint of new business. 

It is time for a peroration and we it 
tend to make it brief. While a_ proper 
will is the most important single mecha- 
nism of estate planning, life insurance is 
undoubtedly the most prevalent estate 
asset, taking one case with another. 
Adequate and appropriate insurance 
coverage should be a prime concern of 
estate planning and it is one that candid 
and enlightened cooperation between in- 
surance men and trust men can do much 
to promote. It is almost impossible t 
overstress the desirability of life insur 
ance from the estate standpoint. Never- 
theless, there are scoffers. We would 
refer them to the words of the late Wil 
Rogers: “Anyone who doesn’t believe it 
life insurance deserves to die once with 
out having any.” 

Better liaison between the life under 
writer and the trust officer will not ushet 
in the millenium, but at the very leas. 
it should improve relations between tw? 
sometimes dissonant segments of the 
economy—to the advantage of both and 
their mutual clientele. 
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General and Special Uses of 


Life Insurance Trusts 


DOUGLAS G. CHAPMAN, Jr. 


State-Planters Bank of Commerce and Trusts, Richmond, Virginia 


UR TRUST DEPARTMENT HAS BEEN 
Oger of departments all over the 
country in the increased number of life 
insurance trusts that we have placed on 
file. Life insurance trusts have enjoyed 
varying periods of popularity and de- 
cline, but now are being used widely in a 
variety of estate planning situations. Our 
records show that the majority of the new 
trusts are cases that were initiated and 
brought to us by life underwriters for 
three reasons: 


(a) life insurance men recognize 
the value and importance of third 
party influence in selling; 

(b) trusts and managed invest- 
ment accounts with broad discretion- 
ary powers are currently popular and 
talked about among business and pro- 
fessional men and their wives: and 

(c) the life underwriter wants to 
do a thorough job for his client and 
only through a complete estate plan 
ean he do this. 


Understanding of Word “Trust” 


Many persons with whom we talk 
think a trust means “tying up money.” 
Actually, a trust is the most flexible way 
which our law recognizes for continuing 
the management of property for others. 
As trustee we are often called upon for 
sound counseling, not only on investment 
matters, but personal and financial prob- 
lems — deciding upon a college for a son 
or a daughter — planning the family 
budget — or assistance with tax returns. 

The other day one of our customers 
who has no children said, “What do I 
really care about leaving my estate to my 
first cousin? We send each other a tie at 
Christmas, but I certainly haven’t built 
up this estate to leave it to him. If I go 
first, I want my wife to have everything.” 
This trust provides that we are to pay for 
his wife’s travel and vacation expenses 
without limitation, if we are satisfied that 
the estate is large enough to provide for 
her throughout her lifetime. 

A trust is what you make it; it can be 
as strict or as liberal as the person setting 
it up wishes. The trustee’s job is to carry 
out the maker’s intent. 
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When to Exercise Options 


We do not, of course, recommend life 
insurance trusts in every case. There are 
many instances in which the optional 
modes of settlement may better suit the 
individual requirements of the customer, 
for one or more of the following reasons: 

(1) While most insurance trusts are 
established by younger men, from time 
to time we run across old policies having 
guaranteed returns of 4% or even more. 
In such cases the need for a trust would 
have to be most conclusive to outweigh 
these favorable settlements. Even where 
a trust is set up for the majority of the 
insurance proceeds, policies with high 
guaranteed income or government poli- 
cies with favorable options may be omit- 
ted from the trust program. 
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Facsimile of oldest life insurance trust deed 


on record, executed in 1877 with Provident 
Life and Trust Co. of Philadelphia as trustee. 





(2) The first $1,000 annually of in. 
come to the surviving spouse of the in. 
sured will be received tax free where the 
proceeds are paid out in installments. 

(3) Particularly where the proceeds 
are modest, an annuity type settlement 
with guaranteed monthly payments for 
life regardless of how long the benefici- 
ary may live is not available through any 
other source. 

(4) The dollar value of the insurance 
proceeds remains constant in a period of 
depression or recession when a trusteed 
fund and the income from it are likely to 
decline. 

(5) There are no trustee’s commis: 
sions although indirectly a charge is made 
by the insurance company. 

(6) The inclusion of a life insurance 
trust in the estate plan entails the immed. 
iate expense of an additional legal docu- 
ment, 


When to Use Life Insurance Trust 
(1) Out of the fixed dollar feature of 


the insurance options arise several of 
their disadvantages. In a period of infla- 
tion the beneficiary of a life insurance 
trust, partially invested in equities, can 
reasonably anticipate an increase in in- 
come and principal which will act as a 
hedge against the decrease in the value of 
the dollars he receives. If we are dedi- 
cated to long term inflation, as most econ- 
omists tell us, he will consequently fare 
better than the beneficiary of settlement 
options. 

It is true that the trust fund may de 
cline in a period of recession, but in 2 
true recession of prolonged duration the 
costs of goods will also decline so that the 
trust beneficiary’s purchasing power is 
mutch the same except with regard to his 
fixed obligations. 

(2) Insurance options, even with lim- 
ited withdrawal privileges, do not pro 
vide the same flexibility as can be ob 
tained through a life insurance trust. The 
trustee can be given the authority to e* 
amine the needs of the beneficiaries 4 
they arise and to use whatever portion o 
income or principal it deems best under 
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the circumstances. This enables the trus- 
tee to do for the beneficiaries what the 
insured could have done himself had he 
lived to see all of his responsibilities ful- 
filled — which is the ideal of every estate 
plan. 

Where the beneficiary is a minor, state 
law may require that the principal of any 
funds held in a guardianship account be 
expended only after obtaining a court 
order. If periodic payments from the in- 
surance company constitute a partial re- 
turn of principal they may not be avail- 
able to the guardian unless he applies to 
the court for their use. The trustee, on the 
other hand, may be empowered to make 
expenditures for minors from either prin- 
cipal or income without court approval 
since the insured has left his own instruc- 
tions in the trust instrument. 

Where several beneficiaries are to 
share in the income the trustee may also 
be empowered to distribute the income 
among them in such proportion as it 
deems best. This “sprinkling” of income 
may provide additional assistance to 
those persons most in need of it and can 
be used to spread the burden of income 
taxation in some instances. 


(3) The insurance trust unifies the 
method of payment from what may be a 
number of policies with widely varying 
privileges and modes of settlement. 

(4) In many states policies payable to 
an insurance trust, as opposed to the es- 
tate, are free from state inheritance tax- 
es. Where the insurance proceeds are 
needed for liquidity this saving may be 
substantial. 

(5) In the case referred to above, ex- 
ecutor’s expenses and other administra- 
tive costs can be saved by having the in- 
surance payable directly to a trustee 
rather than to the insured’s estate. 


(6) Since insurance trusts do not 
guarantee a fixed return of income they 
do not have to establish reserves for this 
purpose and have historically returned a 
higher rate of income than proceeds left 
with the insurance company. Most trust 
companies gear their investments to an 
anticipated return of approximately 4% 
before commissions on the average ac- 
count of this type. 


It has been our experience that most 
life underwriters no longer feel that the 
companies they represent are competing 
with us for the proceeds of their policies. 
In many cases the insurance company 
may be relieved to be freed from the ex- 
pense of meeting certain guaranteed pay- 
ments over a long period of years with 
Present mortality experience working 
aginst them. It is interesting to note that 
@\ery great majority of the many insur- 
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ance agents who have included our bank 
in their estate plans have left the bulk of 
their own policies payable to a life insur- 
ance trust. 


Advantages Over Testamentary 
Trusts 


A life insurance trust has many advan- 
tages over a trust under a will: 

(1) A trust agreement is usually not 
under the jurisdiction of a probate court 
and no accountings to the court are re- 
quired. 

(2) At the insured’s death the trust 
agreement is not made public as the will 
must be. 


Wwe 


(3) The fees charged to administer a 
life insurance trust are usually the same 
as those for a trust under a will, but the 
initial principal charge, if any, is almost 
always less than that charged by an exec- 
utor or trustee under a will. 

(4) Generally, the proceeds of insur- 
ance policies payable to a trust can not be 
reached by the creditors of the estate. 

(5) A will may be attacked by family 
members when it attempts to provide for 
someone else. The insured may wish to 
make unequal distributions or provide 
for a divorced wife. An insurance trust 
is an excellent way to fulfill an obligation 
or carry out an objective of a personal 








speak your language 


The Connecticut Bank and Trust Company 
has a high regard for life insurance as a vital 
element in setting up any estate. Like you, we 
are interested in your client’s welfare. 

We know that adequate, carefully planned 
life insurance is essential to real security for 
any man’s family and his business. And we are 
ready to work in close cooperation with you in 
the interest of better insurance planning. 

So if we can be of help, please call on us. 
Remember, we speak your language. 


The | 


Connecticut Bank 
AND TRUST COMPANY 


28 Offices—serving 20 Connecticut Communities 


835 








nature that may be out of place in a will 
which is a matter of public record. 

(6) In addition to being a vehicle for 
supplying the cash needs of an estate 
through the purchase of assets, an insur- 
ance trust may be authorized to retain 
property that may be speculative or that 
produces no income. This may arise when 
a business interest or piece of property 
is held for several years until a son can 
take over. Often, this type of investment 
would not be considered proper by the 
courts if in a testamentary trust. 

(7) The mobility of an insurance trust 
has many advantages. The trustee may 
be changed within a state or to another 
state, often important and convenient 
when the beneficiaries move a great dis- 
tance away. 


Typical Uses 


Obviously, there can be no set rule to 
follow as to the minimum amount neces- 
sary to create a life insurance trust. For 
the last five years the average new insur- 
ance trust in our trust department has 
been $74,000. The only general rule 
would be to recommend a trust if the 
need is indicated, family requirements 
and objectives are fulfilled, and if the 
trustee is adequately compensated for its 
services. 

Probably the greatest number of insur- 
ance trusts are created by persons whose 
only major asset other than their home is 
life insurance. In these cases the general 
estate may pass directly to the wife or be 
added to the insurance trust if the wife 
does not survive. Pour-over wills are quite 
popular where state law permits their use, 
and it may be desirable to make only a 
bequest of tangible personal property 
and the home to the wife and have the 
residue of the estate administered under 
the trust agreement. To complete the fam- 
ily planning, the wife’s will can be made 
to pour-over, also, if she survives the hus- 
band, in which event both estates will be 
administered under one instrument for 
the children or other beneficiaries. 

The same type of plan can also be used 
when there are assets other than life in- 
surance, even if they are the major por- 
tion of the estate. In this situation Fed- 
eral estate taxes may be of real import- 
ance. Estate assets and insurance can be 
combined and a marital and residual 
division made to take advantage of the 
marital deduction under the insurance 
trust. Two trusts can be administered un- 
der the agreement or in states where pour- 
overs may not be used, one trust qualify- 
ing for the marital deduction may be ad- 
ministered under the will and a non-qual- 
ifying residual trust could be included 
in the insurance trust agreement. 
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Another typical use of the insurance 
trust is to establish a trust account in a 
state other than that of the insured’s 
domicile. In a number of instances we 
have entered into a contractual agreement 
with residents of other states who had 
formerly been Virginians, whose families 
planned to move to Virginia in the event 
of their demise or who for other reasons 
preferred the trust services of our bank. 

In those cases where the surviving wife 
or children plan to make their home here, 
we are obviously in an advantageous 
position to determine their needs and for 
them to consult with us. Where the law 
of the insured’s domicile permits, his will 
usually provides for a pour-over to the 
insurance trust. 


Special Situation 


For a number of years our trust de- 
partment has used a life insurance trust 
combined with a living trust as the basic 
instrument for the estate plan of an en- 
tire family during the lifetime of the 
father as well as after his death. Quite a 
few banks are doing this now, but it war- 
rants special attention in this article. 

The facts surrounding our first trust of 
this type were these: 

(1) Dr. Smith had a wife and four 
minor children, (2) $70,000 home, (3) 
$80,000 life insurance, (4) some securi- 
ties, (5) no debts. He had a large income 
and was able to set aside several hundred 
dollars a month and expected to have 
other savings periodically. 

The solution to this case was to have 
Dr. Smith enter into a living trust agree- 
ment with our bank with the securities he 
then had and to have deposits made 
monthly to the trust from his checking 
account with our bank. The trust agree- 
ment also included all the standard life 
insurance trust provisions so that at his 
death his life insurance could be paid to 
the trust. 

His will was arranged to leave his tan- 
gible personal property and home to his 
wife with the residue of the estate to be 


added to the trust agreement and adinin. 
istered as a part of it. A marital and resid. 
ual division was made so that maximum 
advantage could be taken of the Federal 
estate tax laws. The trust was to continue 
for Mrs. Smith’s lifetime and at her death 
was to be distributed to the children if 
they had attained designated ages. Liber. 
al provisions were made regarding the 
use of income and principal by the trus. 
tee with “sprinkling” provisions in the 
residual trust. 

Mrs. Smith had only a nominal estate, 
although she expected to inherit in the 
future. Her will left everything to her 
husband if he survived, and if he did not 
survive, her entire estate (after special 
mention of some tangible personal prop. 
erty) would pass into her husband’s trust 
agreement to be administered for the 
children. 

This arrangement was perfect for this 
family and has many other applications. 
From the family’s standpoint, after one 
or both parents are deceased, the advan- 
tages are that one trustee is operating 
under one trust instrument with one 
check a month and with one trust officer 
to become familiar with the needs of the 
family. Of course, Dr. Smith has invest- 
ment management during his lifetime and 
has an opportunity to actually see his 
trustee perform. 

Dr. Smith was very pleased. In fact, 
within the department we have referred 
to this type of plan as a “Dr. Smith” plan 
for years when we have made the same 
proposal to others. 
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Fiduciaries Elect 


Trust Division, Alabama Bankers Asso- 
ciation: 

President: Robert H. Woodrow, Jr., 
vice president and trust officer, First Na- 
tional Bank of Birmingham 

Sec.-Treas.: Corley Chapman, vice 
president and trust officer, Troy Bank 
& Trust Co., Troy 
Indianapolis Corporate Fiduciaries As- 
sociation: 

President: William S. Ritman, vice 
president and trust officer, Indiana Na- 
tional Bank 

Vice Pres.: William J. Tillett, vice 
president and trust officer, Fidelity Bank 
& Trust Co. 

Sec.-Treas.: Howard E. McKinley, 
trust officer, Merchants National Bank 
& Trust Co. 

Trust Division, West Virginia Bankers 

Association: 

President: T. J. S. Caldwell, vice 
president and trust officer, First Hunt 
ington National Bank, Huntington 

Vice Pres.: John Hopkins, trust offi- 
cer, Charleston National Bank 

Sec.-Treas.: Robert J. Riley, Jr., trust 
officer, First National Bank in Fairmont 
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A DEMONSTRATION OF THE FLEXIBILITY OF LIFE INSURANCE* 


We ran across a situation recently 
which may be more everyday than we 
think, and found a solution which we 
thought a little better than everyday. 

An executive in his late fifties with 
wife 55 and children just through col- 
lege had achieved an estate in excess of 
$100,000. His permanent life insurance 
holdings were a relatively small $15,000. 
He explained that his wife was a 
terminal beneficiary of her grandfather’s 
estate and stood to inherit, on death of 
her mother, who had a life interest, an 
amount of approximately $100,000. 

He had felt with this background, that 
the risks to his family were not as great 
as they otherwise might be, particularly 
as his mother-in-law, though in good 
health, was age 90. 

Asked if his wife had made a will, 
he said no, that actually, she had to 
survive her mother to inherit, because 
the original will stipulated that on the 
mother’s death the estate would be di- 
vided equally among the surviving chil- 
dren. 

“In other words,” we said, “if your 
wife predeceases her mother your chil- 
dren will get nothing? 

“Yet if something happened to your 
mother-in-law and your wife in quick 
succession there would be an intestacy 
in your wife’s case, which might be 
fairly expensive for your children. 

“Therefore,” we continued, “the situ- 
ation could be covered by a contract 
which would provide that an insurance 
company would pay $100,000 to your 
children, if by some unfortunate chance 
your wife did not survive her mother.” 

He agreed, so we got in touch with 
our favorite actuary. 


% * 


The chances of the mother surviving 
10 years were an infinitely small frac- 
tion of one in a hundred, so that ordi- 
nary 10 Year Term on the life of the 
wife should do the trick; the wife hav- 
ing slightly better than 3 out of 4 
chances of surviving for the period; the 
cost of this per thousand—$22.15. 5 
Year Term produced very great chances 
of oing the trick and cost $17.40 per 
thousand, 


‘lowever, if we insisted, they would 
un‘erwrite the specific contract at a 
figure a little under $20.25 (this cost 
being an equivalent of approximately 
Year Term). 


rom Edward Fisher’s column “Your Life In- 
nee” in The Financial Times (Montreal) for 
ust 7. This is an excellent weekly feature. 
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Security: “Those who follow the social 
and economic development of our times 
will find that we now have two concepts 
of ‘security.’ There is on the one side 
private financial security which takes 
its concept from the reward of enter- 
prise, from the risk of opportunity, from 
the foresight of careful budgeting, from 
the persistence of economic effort, and 
finally from the courage that is an im- 
portant element of self-reliance. 

“In contrast, public financial security 
takes its concept from the failure to 
create a steady income (not necessarily 
one’s own fault), from neglect to budget 
expenditures, from the inability to take 
risks, from the unwillingness to sacri- 
fice some of the amenities of leisure and 
pleasure to a program of hard and con- 
structive work, and finally from a readi- 
ness to rely on others for economic sup- 
port or assistance. Evidently there is a 
broad and deep gap between these two 
concepts and it may be noted that the 
contrast is not confined to the concept.” 

From article “The Role of Government 
and Private Financial Planning,” p. 511 
June 1944 Trusts and Estates. 


From these figures, it would appear 
on the surface that the everyday con- 
tract would suffice; that possibly, as- 
suming the health of the mother might 
deteriorate rapidly, yearly Renewable 
Term might be the most reasonable 
choice among ordinary contracts on the 
wife’s life starting off at $15.00 and 
reaching $34.00 per thousand for the 
10th premium at age 64. 


However, no ordinary contract pro- 
duces the perfect protection that the 
special contract does, for its essential 
difference is that it is a Guaranteed 
Level Premium Contract, renewable at 
a fixed rate, for an indefinite number 
of years. 

In the admittedly unlikely circum- 
stances of the mother living past 100, 
all the other term contracts would be 
finished, whereas the contingent con- 
tract would continue in force. 





SELECTION OF SETTLEMENT OPTIONS 
BY CORPORATE TRUSTEES* 


piers The following companies, among those which write some 95% of the total 
life insurance business each year, permit a Corporate Trustee to make a choice of 
settlement options after the death of the insured. 


Aetna _ : _(a) Great West _. (n) Pacific Mutual (a) 
American Life, N. Y. (n) Guarantee Mutual (a) Pacific National (a) 
American National _(a) Guardian, N. Y. Pan-American ~nasgeD 
American United (a) Gulf, Fla. (a) Penn Mutual ___(h) 
Atlantic Life —_ (b) Indianapolis Life (a) Philadelphia Life (a) 
Bankers, Nebraska __(c) Life & Casualty Piedmont Life 

Bankers Security Life of N. Amer. _(a) ‘Postal Tife o> iy 
Business Men’s _. (a) Lincoln National _...(q) Provident L & A _... (n) 
California-Western (a) Maccabees - (a) Republic National —__ (a) 
Capitol Life - J (a) Manhattan Life _.__(f) Reserve Life _...__.__ (a) 
Central National (h) Manufacturers - (g) Security Mutual (a) 
Columbian National _(a) Mass. Mut. (a)(c) Shenandoah Life __.(d) 
Commonwealth _.- (a) Midland National __(r) Southland Life te) 
Connecticut General _(a) Minnesota Mutual (a) Southwestern (e) (t) 
Connecticut Mutual Monumental _ (a) Standard, Ind. 

Continental Assur __(a) Mutual of New York (p) State Farm Life _ (a) 
Crown _........_....(a) National Life, Vt. _..(a) State, Ind. - Breer. 
Equitable, N. Y. _.(u) Nationwide _ _.(a) Sun, Canada 224 
Farmers and Traders (a) New England Life (a) Travelers ica dake (d) 
Federal, Il. N. Amer. Life & Cas. (a) Union Central a 
Fidelity Mutual _...(j) N. American, Can _.(s) Union Mutual Lina 
General American ___ (a) North Central Life _(a) United Benefit (a) 
General Life Co. __(a) Northwestern Mut. _.(k) United L & A _.... (q) 
Great Amer. Reserve (a) Northwestern Natl. (a) United States Life —(n) 
Great Southern _.___ (a) Occidental, Calif. (a) Washington National (a) 


Ohio National _..(a)(q) Western Life ___ (9) 
(a) Only with consent of company in individual case. (b) Income for fixed period, otherwise individual 
consideration. (c) Limited to instalment settlements for a limited period. (d) If named as beneficiary in 
policy and payable to a natural person as beneficiary. (e) If payments are made to a beneficiary named by 
insured. (f) Unless ultimate payee is a corporation, co-partenrship or association. (g) Only in cases where 
proceeds are for benefit of a minor. (h) Except life income options and except where provision in trust 
agreement prohibits. Option payment may not be made for more than 21 years (Central National, may 
not be made for more than 30 years). (i) If named as beneficiary in the policy. (j) On current policy 
forms if named as beneficiary in policy and if for the benefit of a natural person. (k) Installment option 
for limited period available under present practice at time of insured’s death. (n) Only under certain 
conditions and if the settlement is based on life of a natural person. (p) Interest option for maximum 
period of 5 years available if trustee is beneficiary and acts under written trust. (q) If trustee named as 
beneficiary in policy and selects for a natural person named in the trust agreement. (r) Limited to interest 
option for 25 years or less. (s) Option which will exhaust proceeds in not more than 10 years, otherwise 
individual consideration. (t) Or if the trust is the designated beneficiary. (u) Subject to Society’s approval. 
*From 1959 edition of ““‘Who Writes What in Life, Accident & Sickness’’ © 1959 National Underwriter 
Co., 420 E. Fourth St., Cincinnati 2. 
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Double Discounted Dollars 


Use of Life Insurance in Short Term Trust 


ARTHUR H. DAUMAN, C.L.U. 


Life and Qualifying Member of Million Dollar Round Table; New York City 


HE USE OF LIFE INSURANCE IN THE 
f pra term trust can be a very ef- 
fective tool in providing low-cost liquid- 
ity for payment of estate taxes. It can 
also be used to provide one of the most 
economical methods of purchasing in- 
surance for children as well as provid- 
ing a means of accumulating funds for 
education or cash needs for any other 
purpose. In effect the taxpayer receives 
a double discount by using life insur- 
ance in the short term trust. 

First an income tax savings is avail- 
able through the use of the trust. By 
investing the income tax discounted 
dollar in the life insurance contract, a 
second discount is made available in 
that the death benefit is purchased for 
considerably less than the face amount. 


Typical Case 


Let us examine a typical case where 
the combination of a short term trust 
and life insurance can provide low-cost 
funds to meet the demands of estate 
settlement. 

Mr. A is 62 years of age, has a son 
A, Jr., age 35, and 2 grandchildren 
ages 6 and 11. He finds that while he 
has provided for liquid assets to meet 
the taxes and administration costs upon 
his own death, the grandchildren would 
need approximately $100,000 each to 
meet estate settlement cost upon their 
father’s death without sacrificing in- 
come-producing assets in a trust passing 
to them at that time. 

The grandfather is in a 65% income 
tax bracket with approximately half of 
his income derived from investment in 
securities. He can establish a short-term 
reversionary trust for each of the grand- 
children—a ten-year trust for the 11- 
year-old and a 15-year trust for the 6- 
year-old. He transfers securities to the 
trusts so that the income will be suff- 
cient to purchase a 10-payment life pol- 
icy in the amount of $100,000 on his 
son’s life in the ten-year trust and a 
15-payment life policy in the 15-year 
trust. At the end of the trust period, the 
securities will revert to Mr. A and the 
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trustee will distribute a paid up policy 
on their father’s life to each of the 
grandchildren. 


The trust must produce income of 
approximately $9,000 to provide a net 
of $6,648, which is the annual deposit 
required for a 10-payment life policy 
of $100,000 (age 35). In the 15-year 
trust income of approximately $6,500 
is needed to net $4,868, the cost of the 
15-payment life policy. Thus the grand- 
father gives up a gross income of $15,- 
500 for ten years and $6,500 for five 
years. In spendable dollars, however, he 
has actually given up only $5,425 for 
ten years and $2,275 for five years in 
order to purchase a fully paid policy of 
$100,000 on his son’s life for each of 
his grandchildren. 


Equally important is the asset value 
of the distribution. For a total cost to 
the grandfather of $65,625* over the 
15-year period, each grandchild has a 
policy on his father’s life with a guar- 
anteed cash value of $63,200 or a total 
of $126,400 for both. If dividends are 
permitted to accumulate, and _ this 
normally would be done in this situa- 
tion, an additional amount of $24,6007 
would be added to the total cash value. 

Thus by using the short term rever- 
sionary trust in combination with life 
insurance, the grandfather has pur- 
chased $200,000 of liquidity to meet tax 
and administration costs on his son’s 
death for a net outlay of $65,625 over 
a 15-year period. He has also given his 
grandchildren an asset whose combined 
value is worth $151,000 (including divi- 
dends}) at the end of 15 years and an 
asset which will have continued guaran- 
teed growth each year that it is retained 
in the cash values of the life policy. 

Double discounting has been achieved 


*To this figure would be added the gift tax which 
would be based upon approximately 30% of the 
value of the securities in the ten-year trust and 40% 
of the value of securities in the 15-year trust. If the 
lifetime exemption for gifts has not been used this 
could be applied to reduce the amount of taxable 
gift. 


+Based upon 1959 dividend schedule, continuance 
of which is not guaranteed. 


here by transferring high taxed personal 
income dollars to lower taxed trust in- 
come dollars and using these tax dis. 
counted dollars to purchase a substan- 
tial face amount of insurance for a 
minimum outlay. 


Plan for Son 


Mr. A, Jr., age 35, who has a very 
satisfactory income from a business in 
which he is part owner, has been the 
recipient of annual gifts from his father 
in the form of income producing secur- 
ities. Since he is now in a 50% income 
tax bracket and realizes that his chil: 
dren will one day have need for sub- 
stantial amounts of insurance on their 
own, he too can utilize this combination 
of short term trust and life insurance 
to advantage in purchasing the “double 
discounted dollar.” 

Through similar 10-and 15-year re- 
versionary short-term trusts, the trustee 
may purchase 10-and 15-payment life 
policies on the lives of the children. The 
transfer of securities to yield an annual 
income of approximately $5,500 is re- 
quired in the ten-year trust to meet a 
payment of $4,275 for $100,000 on life 
of the 11-year old child. In the 15-year 
trust an income of approximately $3, 
500 would be needed to net $2,871, 
which would be the payment for $100, 
000 of 15-payment life for the 6-year- 
old child. 

Again let us examine the net results. 
Mr. A, Jr. has given up in spendable 
income $4,500 for ten years and $1,750 
for five years or a total of $53,750 over 
a 15-year period. For this total outlay 
each child owns a $100,000 paid-up life 
policy on his own life with a guaranteed 
cash value of $38,200 in each policy, 
or a total of $76,400 plus accumulated 
dividends of $12,100+, or $88,5007 in 
assets for a net investment of $53,750 
over a 15-year period. The cash values 
of each policy are guaranteed to it 
crease each year as well as earning 4 
nual dividends. 

Thus not only has the father made 4 
wise investment for the children but he 
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has guaranteed them against the pos- 
sible loss of insurability in later years. 


Education Fund 


Now let us look at the case of Mr. B, 
age 38, wife age 32, two small children, 
8 and 3. Mrs. B has inherited securities 
from her father, the income from which 
when added to Mr. B’s income in a 
joint return brings them slightly in ex- 
cess of the 50% income tax bracket. 

One of the problems the Bs must meet 
is the accumulation of funds for their 
children’s education. By establishing a 
ten-year reversionary trust for his 8- 
year old child and a 15-year trust for 
the three-year old child, Mr. B can 
transfer income from his 50% tax 
bracket to a 22% tax bracket. In the 
15-year trust $668.10 will buy a $10,000 
endowment for the child; in the ten- 
year trust it will take $1,036.90. 

Thus by giving up approximately 
$2,200 of gross income or $1,100 of 
spendable dollars for 10 years and $400 
of spendable dollars for 5 years, Mr. B 
will have accumulated $10,000 for the 
education of each of his children or a 
total accumulation of $20,000 ($22,3007 
with dividends) for the transfer of $13,- 
000 of spendable income over a 15-year 
period, 

The use of an endowment in the trust 
has one further advantage not available 
in any other form of investment accum- 
ulation. For an additional $59.70 annu- 
ally in the 10-year trust and $64.80 in 
the 15-year trust, a fully paid endow- 
ment is payable at maturity date (10 
or 15 years) in the event that Mr. B 
dies or becomes totally disabled prior 
to expiration of the trust. In that event, 
the trustee could accumulate the trust 
income no longer required for premi- 
ums and distribute these additional 
funds to the children upon termination 
of the trust. 


Using Mrs. B’s Funds 


Mr. B at the present time has an esti- 
mated estate tax of $60,000. Here again 
a short term trust may be used to pur- 
chase double discounted dollars for the 
payment of estate taxes. 

Mrs. B may transfer a portion of her 
securities to a trust for each child. The 
istee may purchase $30,000 of 15- 
yment life on Mr. B’s life for each 

the children. An annual payment of 
'.991.90 wouid be required in each 
trust or $3,103.80 in both trusts. This 
could be achieved by giving up $2,000 

“after tax” dollars for 15 years. 

Thus, for a net cost of $30,000 of 
afier tax” dollars, $60,000 of paid-up 
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WHEN YOU SELECT 
A MICHIGAN FIDUCIARY 


We invite you to consider The Detroit Bank and Trust 
Company. Many years of experience in every 

phase of the trust business qualifies our Trust Department to 
serve in any situation requiring a Michigan fiduciary. 










































































































































Trust Office: Fort Street at Shelby, Detroit 31, Michigan 

















DETROIT BANK & TRUST 














COMPLETE BANKING AND TRUST SERVICES ° OVER 100 YEARS OF COMMUNITY SERVICE . MEMBER FDIC 















insurance can be purchased with a 
guaranteed cash value of $39,660 ($50,- 
640 with dividends? ). 


Uses for Business Purposes 


Mr. C, age 47, is a 50% stockholder 
in a very successful business. He has a 
son, age 20, who has indicated an inter- 
est in the business and now assists him 
part time during the school year and 
full time during the summer. 

Mr. C’s partner, Mr. D, age 55, has 
no children and is willing to have his in- 
terest in the business purchased upon 
his death. 

Both Mr. C and his partner are in a 
60% personal income tax bracket. The 
corporation is in a 52% tax bracket. 

The corporation could enter into an 
agreement to purchase Mr. D’s stock in 
the event of his death and purchase life 
insurance to fund the agreement. In do- 
ing so, however, it could use only funds 
on which the 52° tax had already been 
paid. If Mr. C were to enter into an 
agreement to purchase Mr. D’s stock 
upon his death and fund the agreement 
with life insurance, he, too, would be 
using funds already taxed at 60%. 

On the other hand, Mr. C could es- 
tablish a 15-year reversionary trust for 
the benefit of his son. The trustee could 
enter into an agreement with Mr. D 
to purchase his stock interest in the 
event of his death. The trustee would 
then purchase insurance on Mr. D’s life 
to guarantee the availability of the pur- 
chase money. Mr. C, by transferring in- 
come producing assets to the trust, 
could remove this income from his 60% 
tax bracket and thus arrange for the 
purchase of Mr. D’s interest for his son, 
using discounted insurance dollars pur- 
chased with dollars taxed at a lower tax 
rate. 

If Mr. D’s interest is valued at $100,- 
000, $7,500 of trust income would be 
sufficient to purchase $100,000 of ordi- 
nary insurance on his life. Mr. C actu- 
ally gives up $3,000 of spendable dol- 
lars to provide this amount. At the end 
of 15 years Mr. C’s son would have a 
paid-up policy for $70,000 on Mr. D’s 
life with a cash value of $57,100 (in- 
cluding dividends+ used to purchase 
paid-up insurance). 

Mr. D at that time would be 70 years 
of age and should he decide to retire 
from the business Mr. C’s son could 
agree to purchase his interest using the 
$57,100 cash value of the life policy as 
a down payment and pay off the balance 
in notes. Should Mr. D die during the 
15-year period his estate would be paid 
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Reproduced with permission from an 
advertisement of Republic National 
Life Insurance Co., Dallas. 





in full for his business interest and Mr. 
C’s son would have the half interest in 
the business with his father. 


Equality of Treatment 


Another problem arises often when 
a business interest is the major estate 
asset and equal distribution to children 
is desired without a liquidation of the 
business interest. Here is an illustration: 

Mr. E, age 52, has built a very suc- 
cessful business which he and his wife 
own, 50% each. They file a joint income 
tax return and are in a 50% or better 
tax bracket. The business is incorpora- 
ted but has elected to be taxed as a 
partnership under Subchapter S of the 
Internal Revenue Code. 

Mr. E has a son, 26, now working 
with him in the business, and two mar- 
ried daughters. The sons-in-law are suc- 
cessful in their own fields and have no 
interest in Mr. E’s business. The busi- 
ness interest comprises the greater part 
of both Mr. & Mrs. E’s estates and while 
they would like their son to take over 
the business upon their death, they have 
been seeking a means of providing a 
distribution of estate assets to the 
daughters without forcing a liquidation 
of the business. Here again the short 


term trust coupled with life insurance 
can provide an excellent solution to an 
estate problem. 


Since both Mr. & Mrs. E’s income jis 
derived from a Subchapter S corpora- 
tion it does not matter for income tax 
purposes whether this income is in the 
form of salary or dividends. Both Mr. 
& Mrs. E can each set up a short term** 
trust of stock in the corporation for the 
benefit of their son. By declaring an 
annual dividend out of corporate sur- 
plus they can provide the trustee with 
income which would be removed from 
their 50% tax bracket and taxed to each 
trust at a much lower rate. 


Mrs. E’s trust will use the income to 
purchase insurance on Mr. E’s life in 
sufficient amount to purchase his stock 
in the event of his death. Similarly Mr. 
E’s trust will purchase insurance on 
Mrs. E’s life. Thus upon the death of 
either Mr. or Mrs. E, or both, the son 
would receive their stock interests and 
would be able to continue the business. 
The executor of the estate would re- 
ceive cash for payment of estate costs 
and funds for distribution to the daugh- 
ters, thus making possible an equitable 
distribution of estate assets. A further 
advantage would be to place a valua- 
tion upon the stock for estate tax pur- 
poses. 


The illustrations shown here are but 
a few of the many variations possible 
in coupling life insurance with a short 
term reversionary trust. The double dis- 
counting factor is extremely important 
in providing dollars where needed, 
whether it be for payment of estate 
taxes, accumulation of funds for edu- 
cation or the purchase of a_ business 
interest. 


**While a life-time trust could accomplish the 
same objective, it may not be desirable for Mr. & 
Mrs. E to part forever with the stock in their busi- 
ness. A ten-year duration, with possibility of ex- 
tension, would be safer. 
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WOMEN IN INSURANCE 


e Insurance companies take a keen in- 
terest in the financial opinions of top- 
level women administarators. Miss Kath- 
arine Elizabeth McBride, president of 
Bryn Mawr College, has been elected 
to the board of New York Life Insurance 
Co., which already included Mrs. Douglas 
Horton, former president of Wellesley 
College. Mrs. Millicent McIntosh, presi- 
dent of Barnard College, is a trustee of 
Home Life Insurance Co., and Mrs. 
Oveta Culp Hobby, former Secretary 
of Health, Education and Welfare, is on 
the board of Mutual Life Insurance Co. 
of New York. 
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ACCOUNTANTS’ INTEREST IN INSURANCE 


To Protect Business Clients 


MICHAEL D. BACHRACH, CPA 
Bachrach, Sanderbeck & Co.; Pittsburgh 


HEN A CPA MAKES AN AUDIT OF A 
We of books, he does more than 
check the internal control, observe the 
inventory taking and send out verifica- 
tion requests for the receivables. Among 
other things he concerns himself, or 
should concern himself, about the in- 
surance coverage. 

Everybody agrees that insurance is a 
good thing, nay, an indispensable one. 
The more adequate the coverage, the 
more secure is the owner. But does every 
business man carry all the insurance he 
should? Not at all. Do most business 
men carry all the insurance they need? 
They do not. Is it because they don’t 
know how much or what kinds of in- 
surance they should carry? By no 
means. Most of them are aware that 
they should be carrying more fire in- 
surance, more use-and-occupancy insur- 
ance, more casualty insurance and more 
life insurance. The reason they do not 
is because they don’t have anyone to 
push them into action, except perhaps 
the insurance agent, and he, of course, 
is suspect because he is selling on 
commission. 

When the CPA discusses his client’s 
insurance coverage he is on_ solid 
ground. The client knows that his ac- 
countant is impartial and independent 
and has no axe to grind. If he recom- 
mends insurance, it is for the client’s 
best interest and he doesn’t care where 
the client buys it. The professional CPA 
never sells insurance, but a great deal 
of it is bought on his recommendation. 

Perhaps “recommendation” is the 
wrong word. The CPA does not neces- 
sarily recommend that insurance be 
purchased, He merely points out where 
the coverage appears to be inadequate. 
To obtain this information he generally 
asks to see the policies in force. If any 
policies are held by a mortgagee he 


Writes to inquire for a description of 
them. 


Executives Appreciate Experts 


"he most common type of coverage is 
the fire insurance on buildings and 
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equipment. Practically every business 
man carries such insurance. The CPA, 
not knowing what the buildings and 
equipment are really worth, has no way 
of judging whether the coverage is ade- 
quate. But if he finds, as he often does, 
that the insurance in force is not much 
higher than the book value, he feels that 
perhaps his client does not have enough 
protection. In this day of rapid depreci- 
ation write-offs and conservative inven- 
tory-taking procedures (“LIFO,” for 
example), the situation is rare where 
the actual value of the physical assets 
does not exceed the amount shown on 
the books. 

The client, on the other hand, usually 
has a pretty good idea what his property 
is worth and is not at all surprised when 
he is told that he is not carrying enough 
insurance, especially in view of the co- 
insurance clause. His comment usually 
is that he knew that the coverage was 
not enough, but he just hadn’t gotten 
around to doing something about it. 
Occasionally the CPA may find that ex- 
cessive insurance is carried and he just 
as cheerfully recommends that the cov- 
erage be reduced. 

Business executives are a remarkable 
breed of people. They are constantly 
paying others to tell them what they 
already know. That’s why industrial 
management concerns do such a thriv- 
ing business. The more alert and pro- 
gressive the executive is, the more 
money he hands out to accountants, en- 
gineers, analysts, etc. to keep telling him 
what he already knows and to prompt 
him into doing the things he should be 
doing. 

A case comes to mind of a client who 
called his CPA to thank him for the 
suggestion that he increase his insur- 
ance because it happened that a month 
after the suggestion was made a fire 
which started at the other end of the 
block caused extensive damage to the 
client’s property. The CPA’s comment 
was that the client was to be commended 
for acting on the suggestion. 

Most business men now carry protec- 


tion against payroll robbery, public lia- 
bility, property damage, boiler explo- 
sion, plate glass breakage, and in some 
cases even loss arising from floods, 
storms or earthquakes. They are willing 
to bond their employees. However, there 
is still a great deal of resistance to use- 
and-occupancy insurance, partly because 
of the cost and partly because the like- 
lihood of loss appears remote. 

It would seem self-evident that if 
there is a compelling need for fire 
insurance on a plant or ‘business estab- 
lishment, there should be an equally 
compelling reason for providing a fund 
to take care of the expenses that will 
continue and for the earnings that will 
be lost if the business is shut down be- 
cause of a fire or other casualty. What 
to do about it is, in the final analysis, 
a decision up to the business man, but 
the CPA has a duty to indicate the need 
for the coverage. 


Insuring Top Men 


Having ascertained in the course of 
his audit how much insurance is being 
carried on the physical property and in 
connection with other business risks, the 
CPA should next turn his attention to 
insurance on the lives of the principal 
executives. In this area, too, the busi- 
ness man needs some prompting, especi- 
ally if he is the type of individual who 
feels that life insurance is a personal 
matter involving only the immediate 
family and has no bearing on the busi- 
ness. 

He fails to realize that the life of an 
executive is just as important an asset 
of the business as is the plant and equip- 
ment. This being so, the business should 
be protected against the loss which 
would inevitably follow upon the un- 
timely demise of one of its executives. 
The decedent’s personal ability and ac- 
cumulated experience may not readily 
be replaced, but a substantial sum of 
money might help a great deal over the 
adjustment period until someone else 
gets things going on an even keel again. 

It often happens that almost every- 
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thing a man owns is invested in his busi- 
ness. Upon his death his estate faces a 
sizable tax and as everyone knows, busi- 
nesses have frequently been sacrificed in 
order to pay taxes. Life insurance is a 
perfect answer to this problem. 

So much for the specific coverage of 
present needs. In addition, there is a 
contingent area in which the CPA can 
render a real service to his client by 
insisting upon appropriate action being 
taken now for the ultimate benefit of all 
concerned, viz., the area of corporate 
and partnership buy-and-sell agreements. 
In recent years the use of buy-and-sell 


agreements between members of a part- 
nership or between a corporation and 
its stockholders has greatly increased. 
Such commitments are often contained 
in partnership agreements or corporate 
minutes. It follows that a partnership 
called upon to liquidate a partner’s in- 
terest or a corporation required to re- 
purchase a shareholder’s stock faces a 
more or less substantial obligation pay- 
able on relatively short notice. 

The CPA who examines the accounts 
will, of course, determine whether such 
a commitment exists. If so, he will be 
concerned about the contingent burden 
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which his client has undertaken. He 
should recommend that appropriate ac. 
tion be taken to meet the future liability, 
If life insurance is the obvious answer, 
then life insurance should be prescribed. 


Funding Contingent Liabilities 

Many partnership agreements provide 
that upon the death of a partner his 
interest in the firm (computed in the 
manner set forth in the agreement) shall 
be paid to his estate. In all such cases 
the partnership is continuously faced 
with a possible sudden drain on the 
partnership resources, a drain which 
may and often does seriously deplete 
the working capital. The CPA should 
call the attention of the managing part- 
ner to the provisions in the partnership 
agreement. He should recommend that 
appropriate action be taken to make 
sure that funds will be available. 


The same holds true in connection 
with corporate buy-and-sell agreements, 
especially where the corporation is 
closely held. Very often the minutes 
contain a provision that if one of the 
stockholders should die the corporation 
will redeem his shares. Here again, the 
CPA has a duty to advise the president 
of the company that a contingent lia- 
bility exists which should be funded. If 
the corporation’s financial position pre- 
cludes funding out of its own assets the 
president should be advised to consult 
a life insurance underwriter. 

The foregoing discussion has centered 
principally upon the types of insurance 
most frequently encountered by the 
CPA in the course of his audit engage- 
ment. However, there are unusual situ- 
ations which appear from time to time. 
Thus, if the client operates an airplane 
or boat, the CPA looks to see whether 
adequate protection has been obtained 
against claims which might arise in those 
areas. Also, while analyzing the insur- 
ance coverage, the CPA is concerned 
about possible cost savings. He knows 
that savings may be brought about by 
suggesting that policies be issued for 
longer terms, by considering the advan- 
tages of installing sprinkler systems and 
by the use of “reporting insurance” in 
situations where the risk fluctuates 
sharply and the business qualifies for it. 

The field of insurance has made great 
strides in the past ten years in the area 
of broader coverage, simpler definition 
of insurance risks, larger policies and 
lower premiums in the form of meri! 
discounts. A suggestion that the entire 
insurance program be reviewed at least 
every five years can be one of the CPA’s 
most beneficial recommendations. 
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oBLE N. DEVER LOOKED AT HIS 
N watch. It was later than he thought. 
He took his pen and began to write: 
“My dearest Penelope — 

I have been getting my affairs in 
shape — just in case. The plight of Hap 
Hazard’s widow, Isabella, and the mess 
he left her in, all unwittingly, set me to 
thinking, so I went down to Bill Bank- 
er’s office for a bit of financial x-raying. 
The picture which emerged was start- 
ling, to say the least. The Will I drew 
right after our marriage no longer fits 
our needs, and the advice we followed 
in putting most of our property into 
our joint names must have been for 
the birds. Even my insurance policies 
are not in keeping with present prac- 
tices, and Jasper Venture and I have 
been foolhardy in carrying on for so 
long the Noble Venture Company with- 
out providing for the contingencies of 
death or disability. 

As a result I decided to face up to 
realities. Bill said he didn’t profess to 
be a lawyer or an insurance expert so 
we got together with Ben Blackstone and 
Charlie Coverall who soon added my 
accountant, Fred Figuro, to the “con- 
sultations.” The upshot was that after 
some good-natured bantering about cap- 
tains courageous and conflicts conta- 
gious, most of which went over my head, 
the sparring ceased and I found myself 
“on the table” for an exploratory ex- 
amination. 

I won’t burden you with a blow by 
blow account. Suffice to say, I was fully 
probed — and prodded. Much of what 
should be done needs your help and 
understanding, and despite your disin- 
clination to discuss my demise and your 
affirmations that you “would get along 
somehow” I am writing this letter so 
you can peruse it privately, before par- 
ticipating in a purposeful plan for the 
entire family. After all, you’ve had a 
chance to see in your Uncle Jonas Prim- 
rose’s estate what can happen to deprive 
people of their intended heritage. 


Which Kind of Will? 


First, we both should have wills of 
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Speaking of Operations 


or: Anatomy of an Estate Plan 


PAUL B. SARGENT 





Mr. Sargent, a member of the Boston Bar, 
will be remembered especially for his skits 
on “Post-Mortem of S. Simon Selfmade” 
(T&E, July °52) and “Simon Selfmade’s 
Purge” (May & June 754) as well as his 
analysis of marital deduction questions in- 
cluding the use of a formula clause (Oct. 
53 & 754). 





our own making. You know we both do 
have a will — the one the state wrote 
years ago — but it doesn’t cover our 
objectives at all. Father relied on this 
sort of “intestate” will and it didn’t 
work out too badly as there were only 
Mother and me, and being of age and 
reasonably responsible I ear-marked my 
share of the estate for mother and 
helped support her till she passed along. 
But if I’d been under age or unruly, or 
had brothers and sisters who were, or 
any one of a number of untoward even- 
tualities had occurred, the situation 
could have become intolerable. 

In our case you might have to take 
on a costly and cumbersome guardian- 
ship for any of the children still minors 
at my death. They would be entitled to 
their respective shares at 21, which is 
usually too early. You couldn’t even sell 
the side lots of land (which are in my 
name) without a court order with its 
resultant red tape and expense. The dis- 
position of my partnership interest 
would be a real headache for both you 
and Jasper (if he survives me) without 
helpful provisions a will can provide. 

On top of all this, if I leave a will 
you won't have to spend a lot of time 
and trouble looking for one that doesn’t 
exist — which you remember happened 
when old man Bascom died. His cousins 
will never believe he let his aunt’s trust 
go to charity by default when he so 
easily could have willed it to them, and 
it created a good deal of ill-feeling and 
tied things up interminably. I admit 
its remote but if we should all get 
bumped off together the Devers and the 
Primroses would be fighting for the 
ducats for decades. 


Joint Property 
This brings up the touchy subject of 









our jointly-held property. Except for the 
$5,000 you got from your father every- 
thing has come from my earnings and 


inheritance, and although we _ both 
know that without your tactful thrift 
and tenacity we’d have none of it left, 
the tax tribulators take the theme that 
if I die first it all belonged to me — 
and that if you are the first to go it’s 
up to me to prove it all wasn’t yours, 
which is just another example of how 
the government makes one-way streets 
for its taxpayers and keeps them two- 
way for itself. An even more important 
consideration is that title to anything 
held in joint ownership (with right of 
survivorship) passes automatically, bar- 
ring litigation, to the survivor upon 
death and thus cannot be brought into 
the plans for the family fund for the 
future. 

So, unless you are concerned about 
the prospect of my straying to greener 
pastures, which I assure you assumes 
an extravagant view of my propensities 
and prowess, it would help immeasur- 
ably to get most of the property back 
into my name alone where it can be 
dealt with effectively and intelligently. 

Your father’s $5,000 must have in- 
creased to twice that by now, and in the 
unscrambling of the joint holdings all 
doubts can be resolved in your favor 
to the end that the amount passing into 
your own name will be as generous as 
is consistent with appeasing that omni- 
present Uncle Sam, who I’m told looks 
with a jaundiced eye, gift-tax-wise, at 
both the going into and the coming 
out of joint names but seldom has 
either the chance or the criteria to do 
anything about it. In disengaging our 
joint holdings I confess to an ulterior 
motive to avoid the slightest possibility 
of any Dever: dollars “descending” to 
your sister, Daffodil, 
who has hardly endear- 
ed herself to either of 
us by her taking ways 
these many years. 

There’s more to it 
but I have an appoint- 
ment shortly and this 





SISTER DAFFODIL 
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will give us something to think about. 
Write me any questions you have while 
enjoying the sea-breezes up there. After 
all, I want to keep that sort of good 
life ‘in the family.’ 

Love, 


Nobby.” 


Follow-up Letter 


On the way down-town, Mr. Dever 
dropped the letter in the mailbox. “Been 
meaning to put my part of the house in 
order for a long time,’ he thought, 
“guess some of this will be Greek to 
Penelope, though.” 


“My dearest Penelope — 


“T’ll answer your letter while my 
‘operation’ is still fresh in mind, First 
off, as to why my “simple” will had 
outlived its usefulness. When there were 
the two of us, and even after there be- 
came three, four and five of us, with 
only the house and the mortgage and a 
few thousand in the bank to worry 
about, it filled the bill, especially as my 
then meager insurance policies were pay- 
able outright to you, we owned the 
house together, and tax considerations 
were non-existent. But now we have our 
untmortgaged home, a beach cottage, 
some lots, a respectable list of securi- 
ties, my interest in the Noble Venture 
Company, substantial life insurance val- 
ues largely from acquisition of addi- 
tional policies to cover my loans during 
the lean years, a couple of cars and the 
Jeep. Remember how surprised we were 
at the recent insurance appraisal of 
our household furnishings and equip- 
ment? 


Well, the figure the “doctors” came 
up with as being the amount the In- 
ternal Revenue Service would call my 
gross taxable estate almost defied be- 
lief. Whatever elation I might feel at 
being worth so much dead was offset 
by the realization that we have exposed 
ourselves to thousands of dollars of un- 
necessary estate taxes and far worse 
have built our financial fort upon shift- 
ing sands. For example, if I had died 
yesterday (which not having occurred 
I like better than saying if I should die 
to-morrow) the greater part of the 
federal estate tax payable upon your 
death would have been needless and at 
the same time the entire estate would 
have been vulnerable to possible para- 
sites who find a widow’s domain an 
appealing and abiding abode. Instead, 
by using a device called a trust — 
nothing to do with the robber barons 
of yore — you can have the advantages 
of the entire estate combined with fi- 
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nancial protection from family, friends 
and fiends, with a big tax saving (to 
the children) in the bargain. 


My talks with Ben and the others 
have taught me a number of things, and 
although one of my pet aversions is 
redundant verbiage I’m convinced that 
ostensibly neat one-page will, with its 
risks and tax consequences, must be 
discarded for an instrument (or instru- 
ments) that will furnish finesse and 
flexibility at the expense of brevity. My 
present will leaving everything outright 
to you if you survive, otherwise to the 
children, and appointing you executrix, 
is grossly unfair, principally to you and 
secondarily to the children. It puts the 
heavy burdens for settling the estate in- 
to inexperienced hands at a time of 
great stress and fails to take into ac- 
count such possibilities as ill health and 
incompetency, an unfortunate re-mar- 
riage, the harrowing demands of do- 
gooders and insistent inconsistencies of 
well-meaning friends, our simultaneous 
or nearly simultaneous deaths or your 
own demise prior to the children reach- 
ing a mature age, and countless other 
vicissitudes which must be reckoned 
with. Recently I read that one “should 
always provide for the thing you know 
can’t happen because that is just what 
is going to happen” — and looking 
back we both have reason to acknowl- 
edge that truth. 


Income—Principal—and More 


Turning to the positive, we have 
drawn up plans, tentative and subject 
to your approval, as follows: all tangi- 
bles, including the automobiles, to go 
to you if living, otherwise to our then 
living children, equally. The home is 
to stay in our two names with the sur- 
vivor taking full title, as this seems an 
exception to the usual rule of avoiding 
such entanglements. The other joint 
property — securities and bank ac- 
counts — are to be split up, your 
father’s money going back to you with 
$5,000 more to sweeten the pot. 


The balance would be put into my 
name alone and in case of my death to 
pass into a trust approximately one- 
half of which will be set aside as 
“Trust A” from which you will receive 


all the income, plus as much principal 
as you may request and in addition such 
further amounts of principal as the 
trustee or trustee other than yourself 
may feel you need from time to time 
You would have the right to give what’; 
left at your death to anyone by specif 
reference in your will. This part escape 
all federal estate taxes at my death and 
is only subject to such taxes on what re. 
mains at your death. 

The other half of the net estate. less 
the inheritance and estate taxes payable 
when I die, will constitute a second 
fund called “Trust B” the income of 
which will be paid to you plus so much 
principal as the other trustees think you 
need for your comfort and support, or 
the well-being and education of the 
children and grandchildren. The latter 
clause is inserted because certain court 
decisions hold that expenditures for 
sending children to summer camps or 
boarding schools cannot be construed as 
being in furtherance of their mother’s 
comfort! This second half of the estate 
is taxable at my death but receives the 
benefit of a $60,000 exemption, and 
your estate, including what is left from 
Trust A in my estate, will have a like 
exemption upon your death, thus giving 
us the advantage of having in the tax 
sense two estates with two full exemp- 
tions and thus lower tax brackets. 


After we have both gone the two 
trusts will be combined, if you don't 
change the disposition of Trust A by 
your will, and the total will go outright 
in equal shares to our children (unless 
a child has died leaving children of its 
own in which case the latter will take 
the desceased child’s share) and with the 
proviso that the share of any child (or 
grandchild — with certain precautions) 
under the age of 30 will be held in trust. 


An essential to such an arrangement 
is to have at least one outside trustee. 
one advantage being that in case of 
your serious illness or incapacity you 
can be cared for without the publicity 
and inflexibilities of a conservatorship 
or guardianship. It is my wish that you 
have a say, to the extent the law per 
mits, in the handling of funds and that 
all discretions that must be left to others 
be exercised liberally in your favor. How 
would you feel about being a trustee 
yourself along with the Bantam Bank’ 
I'd like to add Sterling Broadbent, in 
whom we both have such full conf 
dence, as a third trustee. Sterling gets 
along well with Bill Banker and Ben 
Blackstone and you and the children 
would have available the best family ad- 
vice and consideration. 
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About Insurance and the Business 


My life insurance proceeds, which to 
my surprise are subject to federal estate 
taxes, will for the most part flow into 
the trusts, possibly a bit circuitously in 
order to avoid unnecessary state inherit- 
ance taxes. We have debated the use of 
settlement options afforded under the 
policies. These can give an income tax 
saving to you and under some circum- 
stances the options can be favorably ex- 
ercised. It was decided that in our 
specific case they do not fulfill our pres- 
ent goals to the same extent as do trusts. 
Hence, in event of my death the policies 
will at once become payable to the trus- 
tees and available for your needs except 
as to one policy which Coverall sug- 
gested I ear-mark for Nurse Backlog 
who has never failed us in our family 
emergencies. If her husband dies before 
she does, his pension stops and she 
will need something to get by on. If the 
occasion doesn’t arise, what’s left will 
fall into our general family fund. 

You won’t have to concern yourself 
about my interest in the Noble Venture 
Company, that is, unless Jasper prede- 
ceases me and I have failed to take 
certain steps which will thereby be 





called for. He and I have agreed, in 
case of either’s death, for the survivor to 
buy out the other’s share for a price de- 
termined by a formula worked out by 
us with the help of our accountant. 

Most of what I’ve been taking from 
the company has been by way of salary 
and of course this ceases when I do. 
The value of my proprietary interest 
might differ so greatly in the minds of 
yourself, Jasper and the government 
that we made an agreement naming the 
Bantam Bank as the trustee to see that 
it is carried out properly. Don’t worry 
about where Jasper is going to get the 
money. An insurance policy on my life 
has been taken out for just this purpose 
— and another on his life in case he 
should be the first to die. This means 
that the surviving partner will get the 
business, and the deceased partner’s es- 
tate the money, almost automatically. 

I won’t go into further details now, 
unless you'd like to hear more. 

As always, 


Nobby.” 


Response to Amateur Advice 


In the easy-going hours of vacation, 
it seems that the conversation at the 


beach had turned not only to cabbages 
and kings but also to taxes and wills. 
It was also obvious, from Mrs. Dever’s 
reply, that some well meaning amateurs 
had been giving her the dubious “bene- 
fit” of their advice, for Nobby soon re- 
sponded thus: 


“Dearest Penelope: 


“You question my not leaving the 
door open for the opportunity of one 
of our sons entering the business if I 
die before Jasper. Some things must 
be left to faith and fate and I believe 
this is one of them. The chances are they 
won't be interested in coming into the 
business when the time arrives. On the 
other hand, if any of them do show 
such a hankering to follow in my foot- 
steps my hunch is that Jasper will be 
more susceptible to a moral obligation 
than if we try to tie it up in some legal 
fashion. At worst, and it may be at best, 
the children will have to shift for them- 
selves — as we did. 

As to your question about taxes, let 
me say that my path (and I hope yours) 
became much simpler when after an 
obtuse dissertation on tax-saving de- 
vices, including long and short term 
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irrevocable trusts, minors’ statutory 
trusts and childrens’ custodianships, Ben 
Blackstone remarked: ‘I have to give 
you a bird’s eye view of all these as 
you'll see and hear about them from 
others as the answers to the prayers of 
the vested virgins but personally I don’t 
go along with anything one wouldn’t do 
except to save taxes.’ 

This struck a responsive chord and 
disposed of any tendency I might still 
have had to keep the trusts tied up dur- 
ing the children’s lifetimes to save what 
is called “a second tax.” Barring invalid- 
ism or extreme instability, I am satisfied 
that our children upon reaching a ma- 
ture age should have to accept the re- 
sponsibilities that money entails, any 
possible tax saving at their deaths being 
small compared with the increase in 
breadth of character which an intelligent 
handling of funds can bring to them- 
selves and their families. I can’t see 
that it really makes so much difference 
whether our grandchildren ultimately 
(and remotely) may experience a sav- 
ings in taxes when the price paid may 
be loss of parental control and the 
lessening of their chances to become 
responsible and self-sufficient citizens — 
and I want no part in such planning. 

Feeling so strongly about this I re- 
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viewed every proposed step and was 
gratified to find that each is dictated by 
basic considerations wholly apart from 
the impact of taxes. The fact that an 
enormous reduction in the ultimate gov- 
ernment levy comes in the same package 
is an extra dividend. 

This even applies to what I intend 
doing about your Aunt Matilda who be- 
ing 91 and with the longevity of the 
Primroses may linger around for quite 
a spell, particularly with the new vita- 
mins and injections. If we’ve no right 
to hurry any one along to their final 
destination, I wonder whether we have a 
right to detail them in the vegetable bins 
as long as we do but the answer to that 
rests with a higher Authority. Anyway, 
by setting aside, irrevocably, some se- 
curities in trust for her now there will 
be available about the same amount we 
have been contributing for her support, 
whether we’re around or not. The prin- 
ciple of the trust at her death will come 
back to me if I’m still here and to my 
estate if I’m not — and meanwhile 
we'll be getting some substantial income 
tax savings. 

As ever. 


Nobby.” 
Now, the Other Will 


Some days later came a letter from 
Penelope in which she plaintively asked 
about a will for herself. Mr. Dever re- 


sponded thus: 


“My dear Penelope: 


As for your own Will, you probably 
have in mind leaving me the household 
furnishings, etc. (I promise not to leave 
them to a second wife), if I survive 
you and if not to the children, perhaps 
with a memorandum not a part of the 
Will indicating how some of the things 
might be divided, such as jewelry and 
silver to the girls and guns and tools 
for the boys. Unless there are unusual 
subsequent developments I shouldn’t 
suppose, after we get things worked out 
to our mutual satisfaction, that you 
would want to exercise your right to 
change the disposition of Trust A about 
which I wrote you in my second letter. 
As for the rest of your property, do 
whatever you like, except don’t leave 
me — if I should outlive you — with 
the burden of a guardianship under 
court supervision if it can be avoided, 
and I believe it can. Bill and Ben will be 
glad to suggest the why’s and where- 
fore’s of dovetailing your estate into 
mine, and I’d much prefer they do it. 

However, we must be especially care- 
ful-in both wills to say just how the 
taxes are to be paid. Otherwise it might 


turn out that your estate could be used 
up in paying the taxes on Trust A of my 
estate, and then your sister Daffodil 
wouldn’t even get that $1,000 I know 
you're still intending to leave her jy 
spite of . . . oh well. 

I — and you — may wish to make 
some charitable and other non-family 
bequests. One’s ideas on these seem ty 
vary with time and tide, and my thought 
would be to keep them separate from 
the general family plan which will re. 
quire periodic review but may not prove 
as changeable as the status from time to 
time of our charitable impulses and 
outside relationships. 

What I said about by-passing a guar- 
dianship doesn’t mean there won't be 
provisions in the wills appointing our. 
selves, and alternatively others, as guar. 
dians for the children without the need 
for giving bond or furnishing sureties 
thereon. These can be very helpful 
if unforeseen situations arise. The same 
is true of many other clauses in the in- 
struments such as giving the right to 
any one to add property to the trusts 
and granting broad powers to_ the 
trustees. 

I suspect that full peace of mind (and 
security) will always be denied us while 
on this earth but I will rest a lot easier 
when the spectre of Hap Hazard’ 
debacled estate no longer haunts me 
like Marley’s ghost, and I am aghast 
that it has to take a lesson so close to 
home and heart to bring constructive 
planning out of chaotic inertia, You 
have your meeting on Friday of the 
Ladies of the Inner Sanctum Circle and 
I have to attend the Community Charity 
Conclave the same night. That will give 
us the weekend to meditate and mediate 
on these proposals. Then we can com: 
pare notes with Banker, Blackstone, 
Coverall and Figuro, and after giv: 
ing them a few days, sit down and 
sign up before fate backfires on ou 
fortune. 

Always — your expectant husband. 


Nobby.” 


Noble N. Dever looked at his watch. 
It was later than he thought. He took 
his pen and wrote on an envelope “To 
my wife, Penelope, as a token of my 
love,” inserted the letter, sealed the 
flap, laid it on the lounge, and wenl 
to bed. 

A sA # 

e Gross income of trust department of 
Bank of Bermuda, Ltd., for the fiscal 
year ended June 30 was £108,675. This 
compares with £97,992 a year earlier. At 
the same time department expenses rosé 
from £76,861 to £90,999 resulting in 
slightly lower net earnings. 
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REQUENTLY A PROFESSIONAL MAN IN 
De onaing his estate has opportunities 
for tax savings not available to a busi- 
ness man or executive. He has usually 
had a long, expensive period of training 
with little or no earnings. When his 
earnings start to climb sharply and rap- 
idly, however, because of the tax bite 
he can’t keep much of them. We should 
help him both from an income and an 
estate tax standpoint. 

His estate is usually very simple. It 
does not often contain varied invest- 
ments, nor going businesses and the like. 
In many instances, it consists entirely 
of insurance 
amount. 















usually in an inadequate 





We recently had an opportunity to 
work on an estate plan for a professional! 
man whose case history embodies many 
of the tax savings and estate building 
opportunities available under our exist- 
ing laws. Names and estate data have 
been altered, but the basic facts are the 
same. 

“John Randall” is 44 years old. He 
is a graduate of a leading medical col- 
lege. He spent three years in the Navy, 
several years in internship, and several 
more years employed by an older and 
very successful eye specialist. When he 
came to see us, he had been in practice 
on his own only a few years, but he had 
built up a successful and—except for 
heavy income taxes—a very lucrative 
practice. 














Mrs. Randall is 40. She was a nurse 
before her marriage and does some part- 
time work now in the doctor’s office. The 
family consists of three sons and a 
daughter ranging in age from three to 
seventeen, 








Their objectives are not complicated. 
They want to provide for the family in 
the event of the death or disability of 
the doctor and to take advantage of any 
estate or income tax savings available. 
After several conversations we arrived 
at the following property schedules: 
_The insurance includes $10,000 Na- 
tional Service Life Insurance and a re- 
ducing term insurance bought primarily 
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Dr. Randall 


Cash in checking account 


(joint with wife) ..§ 1,200 
Cash (business account) _ 1,500 
Insurance (death values) 55,000 
Savings Bonds 

(joint with wife) 10,000 
Marketable securities 12,500 
Accounts Receivable (esti- 

mated collectible) 20,000 
Medical and optical 

equipment —§.__....__._. 21,000 
Miscellaneous (automo- 

PICK; LUC) 12,000 

TOTAL _..... $133,200 
Mrs. Randall 
Cash (Savings & Loan 

Aceount)) $ 6,000 
Insurance (death value) 5,000 
Negotiable securities ____ 4,200 
Real Estate (home) _. 35,000 
Plum Street property 7,500 

TOTAL $ 57,700 





as mortgage insurance at a present value 
of about $23,000. 

It developed that Mrs. Randall inher- 
ited some money from her father’s es- 
tate and that her husband put the home 
in her name and also the Plum Street 
property on which he 
building a clinic. 

In addition to his practice, the doc- 
tor owns an optometrist shop where his 
patients may have their prescription for 
glasses filled, if they so desire. From the 
various sources, the doctor and his wife 


contemplates 





INSURANCE 












have a combined annual income of ap- 
proximately $75,000. 


Two Areas for Saving 


Their problem is twofold. First, they 
would like to find some way of retain- 
ing more of their earnings after income 
taxes and second, each of them would 
like to provide for the most economical 
and efficient estate administration in the 
event of death. 

If the doctor were to die, his family 
would be left in a rather precarious sit- 
uation, therefore, we felt that the matter 
of his will should come first. We sug- 
gested a standard two-trust arrangement 
with income to the wife for life from 
both trusts with encroachment powers 
not only for the wife, but for the sup- 
port, maintenance and education of the 
children. After the death of the wife, 
the trusts will terminate and go outright 
to the children at certain specified ages. 

Since the bulk of the doctor’s insur- 
ance is decreasing term insurance and 
since the total of his estate, while by no 
means small, is still less than two years’ 
income, we suggested a substantial in- 
crease in his insurance program. We 
recommended permanent insurance with 
the waiver of premium rider on it so 
that, in the event of his disability, it 
would continue with no further premi- 
ums required. 

We inquired into the doctor’s sickness 
and health program and found he had 
adequate disability insurance, a most 
important consideration for manually- 
skilled professionals. After going over 
the matter with his life underwriter, he 
finally agreed at this time to purchase 
an additional $100,000.00 of permanent 
insurance and a $50,000.00 convertible- 
term policy. 

In Mrs. Randall’s estate, there is no 
estate tax problem; however, if she left 
it all to her husband, and he lived out 
a normal lifetime, he would accumulate 
a substantial estate. We, however, did 
not want to bypass him as he could con- 
ceivably need the income from her es- 
tate in the event of disability. We there- 
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fore suggested a one-trust arrangement 
in her will with the bank as trustee hav- 
ing the right to sprinkle or spray the 
income among the doctor and the chil- 
dren or accumulate the income in its 
discretion. 


The Tax Line-up 


After getting the wills and the insur- 
ance program in order, we next moved 
into the income tax situation. We re- 
commended that the optical business be 
incorporated. This would accomplish 
three things: 

(1) The doctor could make gifis of 
the stock of the corporation to his wife 
and children from time to time thereby 
diverting income to them in their lower 
bracket through the payment of divi- 
dends. 

(2) Since the doctor would be an 
officer and employee and also his wife 
would be an officer and an employee of 
the corporation, a qualified pension or 
profit-sharing plan could be set up. This 
would build up retirement income for 
both. 

(3) Money as needed could be 
plowed back into the business for addi- 
tional inventory, to carry the accounts 
receivable, etc. This would be taxed in 


a lower corporate bracket than the per- 
sonal tax bracket of the doctor. 

I realize, of course, that you do not 
find in every doctor’s estate a business 
that can be incorporated. However, it 
is not uncommon to find several doctors 
owning a clinic together and certainly 
consideration should be given to the in- 
corporation of this aspect of their es- 
tate. This is especially true since a small 
corporation which meets the require- 
ments of the statutes can be taxed as a 
partnership. This can also open the way 
for a qualified pension or profit-sharing 
plan. 

We suggested that, if Mrs. Randall is 
going to own the clinic, she put it in a 
ten-year trust with the income being 
either accumulated in the trust and re- 
invested for the benefit of the children, 
or paid out to the children through the 
medium of a savings account in each 
child’s name, or the purchase of savings 
bonds in the child’s name. 


Usefulness of the Ten-Year Trust 


If the doctor is to build and own the 
clinic, we suggested that he create a ten- 
year trust with the income to be ac- 
cumulated in the trust. At the termina- 
tion of the trust the accumulated income 
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would be delivered to his wife, and th 
clinic would be returned to the doctoy. 
We prefer this latter method becaug 
one of the primary concerns of the de. 
tor at this time is not to reduce the sip 
of his estate but to increase it. Also, he 
is more interested in increasing his ¢ 
his wife’s estate through income tax sq. 
ings than in building estates in his chi. 
dren’s names. 

We recommended further that. ina. 
much as he needs additional life insw. 
ance that this insurance be applied fo 
and owned by his wife and that she buy 
a ten-year policy and borrow the mona 
each year to pay the premiums. When 
the ten-year trust terminates, and she 
receives the accumulated income from 
the trust, she can then use this accumu. 
lated income to pay off the loan agains 
the policy. This means that the purchase 
of this insurance will be made with ven 
cheap tax dollars. 


While I do not by any means contend 
that the ten-year trust is a panacea fo 
any and all tax problems, and I do no 
advocate its indiscriminate use in ever 
instance, | have found in many cases 
that it is an ideal vehicle as this ca 
illustrates. It is especially well suited in 
a great many cases to the estate plar- 
ning problems of the professional man. 

No article on estate planning for the 
professional man would be complet 
without putting in a word or two about 


the proposed “The Self-Employed Indi- § 


vidual’s Retirement Act.” True it is nol 
now the law and may not be for several 
years, but I think every estate planner 
should be familiar with its proposed 
provisions. I think it behooves us (0 
start planning now on setting up the 
“machinery” to both sell and administer 
this business. I think that this act if 
passed will be a very strong motivating 
force in inducing the professional mat 
(as well as the self-employed individ: 
ual) to see his estate planner at the 
earliest convenience. It also sugges 
that we in estate planning work be pre 
pared to give good counsel. 


A A A 


e Life expectancy for a child born 
1958 is 69.5 years, according to the Na 
tional Office of Vital Statistics. This '§ 
an improvement over the 69.3 year & 
pectancy for the infant born in 195! 
and the 68 years for the 1949 child. But 
it is less than the 69.6 year figure fo 
1956. The general increase through the 
past decade was interrupted by the 
fluenza epidemic in 1957-58. Average life 
expectancy at birth has increased by 2 
years ince 1900, the Institute of Life It 
surance has noted. 
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00 FREQUENTLY, IN ESTATE PLAN- 
oe it is the presumption of the 
life insurance underwriter that a stan- 
dard solution is available for each prob- 
lem. of asset creation and conservation. 
This desire to reduce planning to a 
near equation is often the reflection of 
the agent’s attempt to keep things simple 
and understandable. Simplification has 
its merits, but the penalty for standard- 
ization of thinking on the part of an 
agent is the same as that for a clothing 
manufacturer who for reasons of econ- 
omy and streamlined procedure arbi- 
trarily decides to make nothing but size 
40 men’s suits in an off-grey color with. 
out regard for the market. 

This confusion of simplification with 
standardization sometimes represents a 
lack of confidence on the part of the 
agent in what he is doing, or lack of 
coordination with the rest of the estate 
planning team. More often, however, it 
is the result of obtaining only part of 
the facts necessary to formulation of a 
plan. Those facts dealing with the cli- 
ent’s dollars and their sources may be 
in order, but the more important factor 
is lacking, 

This might be called the VP or “Very 
Personal” factor, the clear concise 
knowledge of what the client really is, 
in terms of a personality—and what he 
wants to do in terms of his objecitives— 
as an executive, a professional—or a 
business owner, and even more import- 
ant as a husband, father, grandfather or 
father-in-law. Typically, this problem is 
brought to light in cases involving part- 
ners in some partnership business or 
co-owners in a closed corporation. Too 
often, the life underwriter presumes 
that the problem revolves around the 
need to raise sufficient cash to buy out 
the interest of the first to die. In other 
words, the purchase and sale or stock 
redemption approach is waiting on the 
shelf as a cure-all for the problems of 
the business owner. 

While a buy-out often represents the 
realization of the objectives of surviving 

Usiness associates, more often than not 
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Business Planning 


THE CASTLE AND THE KINGDOM 


P. Tt. CARERL, C.LA42,, CPA. 


Manager, Connecticut General Life Insurance Company, New York 


there is a real problem of another na- 
ture, namely, how to preserve the busi- 
ness interest and pass it on intact for 
other members of the family at the 
death of a business owner. Meeting the 
objective of business preservation rather 
than a sell-out leads to satisfaction on 
the part of the business owner, because 
he knows that real plans have been 
made and will be carried out. At the 
same time, there is a good possibility 
that a purchase of additional insurance 
may be indicated, something of more 
than passing value to any insurance 
man. 


And/Or the Family? 


The situation of sellout versus contin- 
uance is not uncommon, but uncovering 
the business owner’s true feelings in- 
volves considerable study of the very 
personal factor of the client. A man’s 
home is his castle, but his business is 
his kingdom, and he is often confused 
on the point of what shall be done with 
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each. His family status, his plans for 
his children, the affection he holds for 
his wife, his sons and even daughters-in- 
law are important elements to be con- 
sidered in defining the real problem. 
Many business owners are reluctant to 
face up to the facts of planning, because 
they erroneously assume that either the 
family or the associates will benefit, but 
never both. 

It is only when the real problem is 
identified and isolated that the estate 
planning team can make any recom- 
mendations which are appropriate and 
acceptable. Even a classic and well- 











thought-out solution for a problem 
which is secondary in the client’s mind 
can only lead to misinterpretation and 
even a possible loss of prestige on the 
part of all concerned with the plan. 

These truths have been visibly evi- 
dent in our office on numerous occa- 
sions, and have been dramatically illu- 
strated in the experience of one of our 
younger underwriters who has found 
himself knee-deep in the business owner 
market in recent months. 

The prospective client was approached 
by the agent who learned that the busi- 
ness owner and his three adult children 
held 50% interest in a partnership busi- 
ness valued at approximately $1,500,- 
000. His is a 27144% interest, and that 
of each of the children 744%. Some 20 
years ago, the client (whom we shall 
call Mr. Inventor) fled to this country 
to escape then intolerable conditions in 
his European homeland, bringing his 
wife and three small children, a few 
dollars, a unique capacity to develop 
mechanical devices and a strong desire 
to succeed. He invested his paltry capi- 
tal in partnership with an American citi- 
zen who was familiar with marketing 
and business conditions. 

Mr. Inventor’s contribution to the 
partnership took the form of designing 
new and improved machinery to in- 
crease the efficiency of automatically 
operated devices, to demonstrate these 
advances and to sell his concepts to busi- 
ness prospects. As the business pros- 
pered, he also assumed the responsibil- 
ity of hiring and supervising production 
people. The financial and administrative 
functions were left to his partner. 


Plenty for All 


Today, Mr. Inventor, now a long- 
time American citizen, owns half inter- 
est in an operation that grew from a 
$2,000 investment to a $1,500,000 busi. 
ness. He is immensely proud of this 
interest. It is his desire that the children 
should carry on, and to that end has 
trained each of his three sons in its 
management. Because he has a negligi- 
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ble estate excepting his 2714% business 
in‘erest, the passing on of this interest 
to his children would mean leaving his 
wife virtually penniless. In addition, 
substantial federal and other estate taxes 
and other costs would have to be paid. 

In order to pass on the business in- 
terest intact, to reduce costs and provide 
skilled management, several steps were 
taken by the estate planning team: First, 
the business was incorporated to ar- 
range appropriate distribution of shares 
and to assure business continuation. 
Next, a testamentary trust was recom- 
mended to assure management of prop- 
erty left to the wife as well as to dis- 
qualify enough property to avoid un- 
necessary successive estate taxes. 

To provide necessary funds, each of 
the children purchased and owns $50,- 
000 of life insurance on the client, with 
an additional $100,000 purchased and 
owned by his wife. The $150,000 owned 
by the children will be used, on the 
death of the client, as a down-payment 
to buy the father’s business interest, 
and the balance will be paid in the 
form of interest bearing notes. From the 
$150,000 contracts, there will also be 
enough to take care of estate liquidity 
needs, and to leave a balance, which to- 
gether with the $100,000 


insurance 








“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 


Capital Funds .... $ 31,171,977 
Total Assets .... $284,624,476 
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owned by the client’s wife, plus interest 
bearing notes will provide an ample life 
income for her. 

This arrangement, the result of a 
sound solution to a real need, uncovered 
because the agent not only considered 
asset matters, but the “VP” aspects of 


the client’s thinking, led to a satisfied 
client and the building of prestige fo; 
the entire estate planning team, not ty 
mention the very sizeable commissioy 
for the agent, with more to come jy 
the form of a Pension Plan for th 
company. 











NALU APPROACH TO ESTATE PLANNING 
ELLEN M. PUTNAM, C.L.U. 


Rochester, N. Y.; Chairman, Estate Planning Committee, 
National Association of Life Underwriters 


STATE PLANNING MAY BE AS SIMPLE 
E as arranging a modest amount of 
life insurance under settlement options 
coordinated with Social Security bene- 
fits to give a family an income so long 
as resources last, up to planning the 
complicated estate of the person of 
wealth with an attorney, a trust officer, 
an accountant and a life underwriter 
cooperating . 

Since about 88 per cent of all estates 
consist of life insurance the life under- 
writer is interested in doing his part 
in this more recent development. High 
incomes, large amounts of group life in- 
surance, high taxes have put many per- 
sons into a situation where planning is 
a must. 

For some time the National Associa- 
tion of Life Underwriters has had three 
committees, one to cooperate with attor- 
neys, one with trust officers and one 
with accountants. The Estate Planning 
Committee was established to coordi- 
nate the work of these committees. 

What we hope to do is to work with 
the Committee on Estate and Tax Plan- 
ning of the Section of Real Property, 
Probate and Trust Law of the American 
Bar Association, exploring areas in 
which we may have common or over- 
lapping problems the discussion of 
which will benefit the public. 

For many years we have had close 
relationship with the Trust Division of 
the American Bankers Association. The 
most recent joint work was the revision 
of the old booklet on how to form a 
Life Insurance and Trust Council, re- 
titled “Guide for Forming Life Insur- 
ance-Trust and Estate Planning Coun- 
cils.” This past year we have received 
150 requests for the booklet. There are 
at present 90 such councils throughout 
the country most of which now include 
attorneys and accountants. We feel that 
these councils have done a great deal 
to improve the relationships and resolve 

















some of the misunderstandings and 
problems of all engaged in this area of 
work. 

We hope to work more closely with 
the Estate Planning Committee of the 
American Institute 
of Certified Public 
Accountants and 
undertake a study 
of our common 
problems. 

Our committee 
urges that activi 
ties such as forums 
or radio presente 
tions be held jointly with the other pro- 
fessions so that the public be made to 
realize that Estate Planning is a relative. 
ly new but increasingly necessary part 
of one’s planning and that the attorney 
is the key figure in this project. 

We urge all life underwriters who 
contemplate working in this more até: 
vanced area to gain the necessary know! 
edge and skill and recognize the added 
responsibility to the public in using e: 
tate planning procedures. The Chartered 
Life Underwriter program, completion 
of which ordinarily takes four years 
provides a coordinated high-level educe- 
tion and background. 

To keep up-to-date many C.L.U.’s at 
tend the C.L.U. Institutes held each 
Summer at different universities. This 
summer the Institutes were held at the 
University of Connecticut, University o 
Wisconsin, and University of Colorado. 
Outstanding attorneys, economists ant 
educators are members of the faculty. 

Our Committee has been exploring 
the feasibility of developing a gradual? 
course in Estate Planning and in thi 
connection had been discussing it with 
Dr. Davis W. Gregg, C.L.U., Presiden! 
of the American College of Life Under 
writers. He and his committee will 1 
port to us at the Philadelphia Conver 
tion in September. 
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HE DESIRABILITY OF COOPERATION 

between Life Underwriters and 
Trust Officers has long been preached, 
but unfortunately, it has not been prac- 
ticed as often as it should. In this re- 
gard, not only do the Trust Officer and 
Life Underwriter suffer by virtue of 
loss of potential business, but the client 
is rendered a disservice because pride 
frequently prevents the underwriter 
from calling in experts in other fields. 
Ironically, this situation does not hold 
true in other professions. A physician 
will always call in a specialist if he finds 
a case warrants it. An attorney will act 
likewise, and it is my considered judg- 
ment that a Life Underwriter should 
make certain that, in order to render 
the best possible service to his client, he 
calls in anyone who is in a position to 
properly render such service. 

A specific case in this office concerns 
separate problems of two brothers. Each 
problem involved situations that are of 
such interest that the facts are herewith 
presented. Although the net result is in 
effect two separate cases, the service in 
one instance prompted the client to rec- 
ommend similar service in the case of 
his brother. In estate planning cases, it 
is usually desirable to have concerted 
judgment rather than to rely on the in- 
dividual opinion of one Underwriter. 
These cases were handled jointly by Al- 
fred S. Howes and me....He deserves 
credit for evolving most of the ideas, 
but my purpose in mentioning this is 
primarily to indicate the desirability of 
Cooperation not only between Life Un- 
derwriters and Trust Officers, but by 
Life Underwriters with one another. 

Since the identities of the individuals 
are to he protected, we will merely use 
their first names and treat the cases as 
Lou and Bob. Let us first explore the 
danger: affecting Lou when we first en- 
tered the case. We discovered that Lou 
had inherited a trust of about $400,000 
Which would be paid to him provided he 
Surviver! to age 35, and subsequently, to 
age 40. The trust provided that he 
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would receive one half of the principal 
at age 35 and the remainder at age 40. 
Nothing would be paid to his wife in the 
event of his death prior to age 35, and 
only one half of the trust if he died 
between the ages of 35 and 40. The 
trust provided that if he had any chil- 
dren they would receive all, but in this 
instance, there were no children, so the 
corpus of the trust would go to unre- 
lated persons. 

Upon consultation with the Trust 
Officer, he pointed out to Lou that his 
wife would receive nothing in the event 
of his death prior to age 35, and that 
it would be most desirable to protect 
her against this contingency. The prob- 
lem was solved by recommendation of 
life insurance on Lou’s life. Since he 
was not in a position to pay premiums 
personally, a bank loan was negotiated 
on his character reference. He was age 
32 at the time, and the bank agreed to 
lend him $3.000 a year for a period of 
three years. This money was used to pay 
a premium on $200,000 of life insur- 
ance (a combination of Ordinary Life 
and Term). Lou assigned the policy to 
the bank in order to protect the loan, 
and any balance would be paid to his 
wife in the event of his death before 
attaining age 35. 

The story has a happy ending. When 
Lou reached age 35, he received half 
of the value of the trust, was in a posi- 
tion to repay the bank and still maintain 
his insurance for estate tax purposes. 
As a matter of fact, he then converted 
the policy to a Retirement Income at a 
much higher annual premium. Further- 
more, by virtue of being able to operate 
unimpeded, the trust itself increased in 
value from $400,000 to about $700,000 
so that there was a sizable profit in this 
regard. Lou was so well pleased with 
the fact that he had been able to buy 
a substantial amount of insurance and 
still show a profit on the investment, 
that he took most of the amount he sub- 
sequently received upon attaining age 


40, redeposited it with the bank, and 
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created a new trust for the benefit of 
his wife. 

Lou’s brother Bob, who is about ten 
years older, had an entirely different 
problem by virtue of his ownership of 
a substantial business interest. He had 
received advice independently from his 
Trust Officer, Accountant, Attorney and 
various insurance men. All of them had 
ideas that were basically sound but, in 
an attempt to adopt their overall sug- 
gestions, Bob created a plan in which 
there was no coordination. The Attorney 
drew his will. The estate was to be put 
in a trust which purposely was not 
qualified for the marital deduction be- 
cause Bob felt that his wife was inex- 
perienced financially, and he desired 
her interest to be protected by the Trust 
Company. The assets owned by Bob 
were believed by him to be individually 
owned, but actually, a large portion of 
them consisted of real estate purchased 
in the joint names of his wife and him, 
without a gift tax ever having been paid, 
and would have been distributed outside 
of the trust in the event of his death. 
In addition, his will provided that sev- 
eral of his employees were to have the 
option of purchasing his business at a 
flat price of $250,000 when the book 
value at that time was approximately 
$500,000, so that they would be able to 
make the purchase at about 50% of 
book value. Apparently, the question 
was never raised as to whether the bal- 
ance between the purchase price and the 
book value was a testamentary disposi- 
tion. 

There is a strong possibility that this 
$250,000 might have been subject to 
estate tax, even though there was no 
money received by the estate to cover 
this excess amount. The life insurance 
was placed under various options of 
settlement, without regard to the effect 
of this restriction on the balance of his 
estate. There was no liquid cash avail- 
able for payment of estate taxes. 
Obviously, the lack of coordination be- 
tween the various parties who created 
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this conglomerate picture could lead to 
a disastrous situation in the event of 


his death. 


Upon our advice, it was arranged to 
have the Trust Officer and Attorney 
brought into consideration with us in 
order to clarify the picture. The joint 
property was placed in the sole name 
of Bob. A proper buy-and-sell agree- 
ment was drawn between Bob and his 
employees with insurance on his life to 
be purchased by them in order to fund 
the agreement. The insurance amounted 
to $300,000. The settlement was revised 
so that part of it was paid in cash and 
part under the options of settlement. 
The additional money needed to pay ihe 
estate taxes was obtained by the insur- 
ance provided by a buy-and-sell agree- 
ment, The will was redrawn to take 
cognizance of the buy-and-sell agree- 
ment and the other changes, and his es- 
tate picture was properly coordinated. 
Ironically enough, Bob died three years 
later and everything was settled satis- 
factorily as a result of appropriate co- 
operation between those parties who 
were capable of solving various aspects 


of the problem. 








‘ONE OF NEW YORK’S 
- FINER HOTELS — 


On the city’s most famous 
thoroughfare, 5th Avenue in 
exclusive Washington Square. 





Spacious single rooms from $9. 
daily. With air-conditioning from 
$12. Lavish 2 and 3 room apart- 
ments with serving pantries. 
Television available. 2 


SPECIAL RATES 
on a monthly 
basis. Additional 
substantial 
savings, on 
unfurnished and 
furnished 
apartments 

on lease. 











* Write for descriptive brochure 
- N. Scheinman, Managing Director 











PLANNING FOR A CAREER WOMAN 


EDITH M. 


MARTIN 


ice President, Fidelity Trust Co., Pittsburgh 


BOoUY 20 YEARS AGO I RECEIVED A 

teléphone call from a life under- 
writer’ who told me he would like to 
make an appointment for the widow of 
a recently deceased college classmate. 
Within a few days the underwriter came 
into my office with an attractive young 
woman who was indeed burdened with 
many problems. 

Her husband, 
who had started a 
small business, 
solely owned, had 
died leaving only a 
modest amount of 
insurance; for- 
tunately enough to 
pay off the balance 
due on the mort- 
gage on their home and leave a small 
nest egg for the family — but certainly 
not enough to maintain his widow and 
two young children. The widow, who 
was a competent and enterprising per- 
son, knew that she would have to go to 
work, and soon, to maintain herself and 
her children, 

Her husband’s business was an “idea” 
business requiring imagination, under- 
standing, and flair. She had worked 
closely with him from its start and, 
therefore, decided that her wisest course 
was to continue its operation. Fortun- 
ately, he had left a Will, leaving his 
entire estate, which had little monetary 
value, to her, so that there were no 
complications as to the minor children’s 
interest in the business. 

Meanwhile, her immediate problem, 
in addition to making a success of the 
business, was to provide for the mainte- 
nance and education of her children, if 
she too should die during their period 
of dependence. 

Her attorney, also a close friend of 
her deceased husband, was called into 
the conference and it was decided that, 
since at that time her resources were 
very limited, she should buy as much 
term insurance as she could then afford. 
The insurance proceeds were made pay- 
able to the Bank as Trustee. The Trustee 
was given very broad discretionary 
power to use both principal and income 
for the maintenance, welfare, and edu- 
cation of her children and for the bene- 
fit of her mother, a widow of modest 
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means, who had agreed to come to live 
with her daughter and look after the 
children since her daughter would ne. 
cessarily devote a good deal of her time 
to the conduct and development of the 
business. 


The story has a happy ending. The 
young woman developed into a very 
competent and_ successful business 
woman. As the business grew and pros- 
pered, she converted the term insurance 
into permanent insurance and secured 
more. In addition she has followed a 
sound and well diversified investment 
program in common stocks. Since her 
successful business enterprise has placed 
her in a high income tax bracket, she 
has acquired a number of “growth” 
type securities. 

Her two children graduated from 
college, are now married, and have pre- 
sented her with 3 grandchildren. Her 
Will and Life Insurance Trust have been 
revised from time to time as her estate 
increased in value and her family pic- 
ture changed. Under her attorney’s di- 
rection she has established flexible trusts 
under her Will for the disposition of her 
property and estate. Since the business 
was incorporated, the corporation has 
set up both a pension and a profit shar- 
ing plan, under which she and the off- 
cers and employees of the corporation 
(which now include her son), enjoy 
many worthwhile benefits. 


Experiences in working with and plan- 
ning estates of widely diversified types 
and problems usually bring genuine 
feelings of accomplishment to the at- 
torney, the life underwriter, the account- 
ant, and the trust officer, as well as the 
persons immediately concerned. This 
has been especially true in the case of 
this happy and successful family. 


A AA 


e A new brochure, “A Career for Wo- 
men in Banking,” now available through 
the National Association of Bank Wo- 
men, is directed primarily to high school 
graduates. Subjects mentioned are: 
What Banking Is — Who the Bankers 
Are — Women Bankers — The Varying 
Size, Employee Requirements and Loca- 
tions of Banks, Training and Education 
Available in Banks — Salary Potential 
and Personal Satisfactions. 
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AN ESTATE PLANNING AGENT 


E. L. NICHOLSON 


Second Vice President, Connecticut General Life Insurance Company, Hartford 


Estate Planning: “A view of the 
future from the present which cannot 
be accurate without looking at the 
present from the future...” 


HROUGH ESTATE PLANNING, THE 
io distinct and complex fields of 
accumulation, conservation and distrib- 
ution are welded into one. The result is 
a way of helping the responsible indi- 
vidual to get the most out of all his 
assets in accomplishing the things he 
wants to do. 

In few activities are there more con- 
tinuous challenges to the insight and 
foresight of people concerned with as- 
sisting in charting the course of the 
lives and fortunes of others. Planning 
for, and controlling all the dollars, from 
all sources, for a family structure which 
may span three or four generations is 
no single-handed task, as those in the 
financial fraternity well know. In order 
to deliver a proper result for the client, 
it is necessary to trace his past, present 
and potential growth. It is necessary to 
ascertain the current and future status 


1 of his assets, to evaluate his resources 


against needs and to project the per- 
formance of his dollars for years to 
come. 

To do these things intelligently, it is 
essential to view the client’s situation as 
if distribution has already taken place, 
for unless the client’s situation is car- 
ried to the ultimate, any purported and 
halfway plan is almost as bad as no 
planning at all, and even worse if it 
engenders client complacency. This as- 
pect of complete and proper planning 


j has its parallels in many other creative 


Vocations and professions. A group of 
architects would not dream of designing 
or following through on the construc- 
tion of a project without first visualiz- 
ing, in great detail, the final result. Nor 
would a team of design engineers initi- 
ate a rough sketch for the smallest com- 
Ponent of a machine without first thor- 
oughly understanding such matters as 
final production output of the machine. 
his same approach has to be taken by 
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all those on the estate planning team to 
assure sound recommendations. 


Amateurs as Advisers 


The role of the estate planning insur- 
ance agent, who devotes his career to 
the creation and delivery of maximum 
dollars for the benefit of the client, is 
both necessary and unique. The public, 
even now, is not sufficiently aware of 


‘the need for genuine, professional plan- 


ning, nor well enough informed to seek 
advice, voluntarily. Even where there 
is awareness, there is a natural hesitancy 
to voluntarily disclose the intimate facts 
of family and financial life vital to the 
formation of an intelligent plan. 

Today, in spite of dramatic and dras- 
tic shifts in family, business and tax 
status, a considerable number of fami- 
lies with estates in excess of $500,000 
do not have a personal attorney, an 
accountant or a trust officer or do not 
fully appreciate the need for these ex- 
perts. 

Surveys by responsible, fact-finding 
groups indicate that many prosperous 
executives, business owners and profes- 
sional men still look to a family member 
or friend for advice on estate matters. 
Shockingly enough, the only profession- 


al qualification found among these trust- 
ed sources of advice is a propensity 
towards accumulation. This is living 
testimony to the myth that the man who 
knows how to make money will also 
know how to accumulate and pass it on. 

The active, energetic family man 
gladly spends substantial sums for ques- 
tionable and often misleading advice on 
accumulation. At the same time he may 
ignore completely or dismiss the idea 
of conservation and planning. Human 
nature often dictates to the busy man 
that his Warld War II “Will”—executed 
while still unmarried at an Army camp 
— plus “putting everything into joint 
name,” comprises a splendid plan of 
distribution. 

He is strong in his thought that he 
will provide for his family, will outlive 
them all, and, reassured by this sense 
of security, goes about his business . . . 
straight into intestacy, or ‘semi-testacy.’ 

It’s the rare individual who sees his 
attorney more than once or twice in his 
lifetime on matters other than those 
directly related to pressing and urgent 
business problems. It’s a rarer one still, 
who even knows about the variety of 
services available to him from his at- 
torney, accountant and trust officer, yet 








Training class at Connecticut General. 
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Hartford home of Connecticut General Life Insurance Company. 





columns frequently devoted to do-it- 
yourself personal planning are read 
avidly with the reader fully confident 
that he can develop an “All Purpose 
Plan” all by himself in two hours flat. 


A Qualified Coordinator 


An important part of the agent’s con- 
tribution to estate planning calls for 
dispelling these beliefs and to motivate 
the client to action. His business sur- 
vival depends on it. By the very nature 
of his work, the properly trained agent 
can be well-informed in the art of identi- 
fying those who require expert help. He 
can be well grounded in the field of 
accumulation—and he is constantly ex- 
posed to the problems of distribution. 
When he offers his services to a number 
of people, he is certain to uncover com- 
pelling needs for accumulation, out of 
which he will be well paid both in terms 
of immediate and future commission 
dollars and active goodwill on the part 
of the client. He can be equipped for 
the job of coordinating and correlating 
activities and recommendations of the 
attorney, accountant and trust officer in 
arriving at the solutions to a client’s 
problems. 

In the interests of sound planning, 
some one person must have sufficient 
knowledge in these fields to work with 
the experts and to direct the coordina- 
tion of their suggestions. By virtue of 
his constant exposure to people, a speci- 
ally trained personal insurance agent 
is in a position to do this. He has the 
prime skill and function of seeking out 


people with problems and motivating * 


those people to take action. 
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The time is past when individuals can 
afford to purchase insurance indiscrimi- 
nately without considering its place in 
their entire financial picture—or to con- 
sider any plan complete without the aid 
of an attorney, accountant and trust ofh- 
cer. It would be ridiculous, however, to 
assume that this responsibility and priv- 
ilege is an inherent qualification ob- 
tained automatically along with the is- 
suance of a license to sell insurance. 


A Merchandising System 


The growth of estate planning as a 
merchandising system by insurance men 
had its roots decades ago when manage- 
ment and agents intuitively realized that 
if they could increase the utility of the 
product it would be more desirable. By 
judicious application of settlement op- 
earned the 
reputation of being able to get $1.36 out 
$1.00 value of the 
contract. Then, by intermingling these 


tions, some of these men 


of every of face 
dollars with dollars in other forms, it 
was possible, with the aid and coopera- 
tion of other advisors, to produce maxi- 
mum utility of all assets. 

Gradually, life insurance men began 
to understand the idiosyncrasies of 
other dollars and how they behave, the 
effect of the laws of distribution of 
property, the centralization of govern- 
ment, social changes reflected in taxes 
and so on. 

During the 30’s, this organization had 
several thriving agencies in which every 
agent was trained, by the apprentice sys- 
tem, in estate planning merchandising. 
As a matter of practice, each agent con- 
tributed periodically from his own pock- 





et towards the purchase of reference 
works, up-to-date publications and spe. 
cialized services to be used as the )asis 
of a comprehensive and continuing 
training program which already includ. 
ed superior product knowledge and ser. 
vice. Similar practices were emerging 
in agencies of other companies and stil] 
continue. 


Why’s and How’s of Company 
Policy 

With the advent of social legislation, 
changes in taxation, the growth of group 
insurance, pension plans and the growth 
of that distinctly American phenomenon 
in business, finance, and industry—The 
Professional Manager—it became ap.- 
parent that a need was emerging for 
“mass” as well as “class” estate plan- 
ning. Because of this growing need, be- 
cause the time was passing when insur- 
ance could be bought—or sold _indis. 
criminately and without regard for 
other assets and the guidance of experts, 
a policy decision was made to train all 
CG agents in estate planning service- 
sales work. Discussing this subject in 
the September 1948 issue of The Jour- 
nal of the American Society of Char- 
tered Life Underwriters, Stuart F. Smith 
observed that this decision brought with 
it new obligations for the agent. 


“To make this advanced estate plan- § 


ning work, requires the adoption of a 
philosophy of service, first, last and al- 
ways. There must be a sincere and prac- 
tical desire to do this job and let the 
pay take care of itself. We must believe 
in it, and it must be a consistent and 
continuous operating principle day in, 
day out; year in, year out.” 

A nationally recognized life insurance 
company could not embark on a strate- 


gic undertaking as a promotional ven-§ 
ture. Before it was possible to introduce § 


such sweeping advances, a number of 
questions had to be answered. Some of 
these are of more than passing impott- 
ance to the estate planning fraternity, 
because the answers form the basis of 


the work that our people bring to the 


attention of the client, the attorney, the 
accountant and trust officer. 

1. Is the life insurance agent’s 
role in estate planning teachable, or 
must it be confined to a relatively few 
men? 


pa busiorot: 
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2. What is the role of the estate 


planning agent? 
3. What shall 
taught? 


the agent be 


Is the Role Teachable? 


Initially, this organization in the late 
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1940’s undertook a conversion program 
geared to teaching existing agents a 
merchandising process which added 
great technical depth and techniques of 
working in concert with other advisors, 
to their existing knowledge of the prod- 
uct and ability to sell it. 

The transition was successful, and 
logic dictated that perhaps the best way 
to develop career estate planning agents 
would be to hire new men, train them 
in the traditional methods of insurance 
selling, and at some point to teach these 
men advanced planning. But logic and 
human behavior are often poles apart. 
A sincere, educated and talented indi- 
vidual was not inclined to wait for gray 
hairs before being considered for spe- 


cial training, and usually developed a 
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“modus operandi” which he found sat- 
isfying. Carried to its conclusion, this 
‘split training’ could only lead to an un- 
sound and dual operation in which some 
agents in an office were trained to work 
with attorneys and other experts, while 
others were not. There could be no uni- 
formity of processes in any one city, 
let alone across the nation. 

In short order it was decided that the 
only practical way to train an estate 
planning agent would be to do so from 
the day he was first hired. Because it is 
axiomatic that any job begins with the 
man, stringent recruiting and selection 
practices were adopted. From more than 
a decade of training a profile of an es- 
tate planning agent emerged. A gradu- 
ate education in business administra- 


_ tion, finance or economics is helpful, but 


these qualifications are not mandatory 
for success, nor does age play an im- 
portant part in training. There can be 
no compromise on one point, however: 
the prospective agent must have a back- 
ground of successful accomplishments, 
a high degree of intelligence, factual 
and social skills. The agent must under- 
stand the atmosphere and problems sur- 
rounding the individuals and the ex- 
perts with whom he will work. 


He must be able to acknowledge, pro- 


| attorney, trust officer and accountant. A 


good sales or public service background 
such as a manufacturer’s representative, 
regional sales manager, or account ex- 
eculive can be decidedly helpful, but 
lack of a sales background is not neces- 
sarily a deterrent. 


Depending upon the agent’s previous 
background, a two to three year train- 
ing course is required before he can 
approach proficiency — with three years 
the norm. Although these standards are 
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high for many businesses, they are min- 
imum standards and cannot be compro- 
mised. It is uneconomical for all con- 
cerned to view the role of an estate 
planning agent as anything but a life- 
time career. It is impossible to mass 
produce agents specializing in an analy- 
tical service. There is little likelihood 
that such specialists will ever appear in 
droves — not because the field lacks 
popularity, but because there are limited 
training facilities in any organization. 

The agent’s education is never fin- 
ished, and any attempt on his part to 
consider himself a finished product and 
a polished performer can only lead to 
ultimate distress in a field where signi- 
ficant changes occur almost monthly. 
There is no short-cut to skill and ac- 
ceptance by other advisors. 

In the foreseeable future, it would 
seem that there will be a shortage of 
qualified people who can, with equal 
facility, operate in a market consisting 
of business owners with their unique 
problems in business succession, pro- 
fessional with their need for 
sheltered dollars and executives with a 
multitude of complex deferred-compen- 
sation plans. 


men 


What is the Agent’s Role 


The growth of estate planning is still 
at the stage of aviation in 1903. Within 
the framework of this company’s policy, 
the duties, responsibilities and scope of 
an agent are clearly defined. It is the 
agent’s function to direct the attention 
of the individual to his problems by 
creating an active interest and desire 


for their solution, of obtaining action 
within the scope of his products, and 
of coordinating with the client’s own 
personal advisors the development of a 
workable and firm plan. In addition, by 
the very nature of his product compen- 
sation, it is incumbent upon the agent 
to maintain continuous communications 
with the client, to promote periodic re- 
views of planning, so that any changes 
in the client’s situation may be promptly 
brought to the attention of all concerned. 
This continuity of service is essential 
for the simple reason that any one of 
a number of changes in the client’s per- 
sonal, economic or business status may 
have a profound bearing on the over-all 
plan. The mobility of clients and the 
need for continuity of service are the 
primary reasons our company decided 
that nationwide uniformity of perform- 
ance was mandatory. Experience has 
proved and is still proving that where 
the agent serves as a strong service-sales- 
man for the concept of advanced plan- 
ning and the planning team, client sat- 
isfaction has been the greatest. By so 
doing, his presence and attention com- 
municates to the client the importance 
of the work that has been and is being 
done. This is necessary if the plan is 
to be kept alive in the client’s mind, and 
if devaluation is to be avoided. When 
the client possesses continuing pride of 
accomplishment in his own actions, the 
agent is doing his work. 


What Should be Taught? 


There are perhaps 100 or 1,000 teach- 
ers of insurance with a greater theoreti- 
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cal and factual knowledge than an agent 
in the market place of estate planning. 
There are probably 100,000 salesmen in 
various fields who are more adept at 
closing a sale. But very probably, most 
of these gifted people would fail misera- 
bly in the triple roles of acquiring skills, 
motivating clients and working harmon- 
iously with attorneys, trust officers and 
accountants. 

The real task in the training of an 
estate planning agent is not only one of 
acquiring knowledge but also develop- 
ing unique skills. He is a special kind 
of service-salesman, and the processes 
leading to his growth and maturity must 
reflect this. He must be skilled in the art 
of persuasion. Concurrently, he must be 
taught the intricacies of his products, 
factual knowledge dealing with accum- 
ulation, conservation, lay aspects of dis- 
tribution, and the principles of coopera- 
tion and correlation with attorneys, 
trust officers and accountants. His co- 
ordinating services for these advisors, 
alone, comprise a singularly important 
aspect of his education. Whether or not 
the agent succeeds in his career is de- 
pendent upon his acceptance by these 
advisors — and this holds true for any 
insurance man engaged in the work. 

This company’s agent training pro- 
gram is divided into separate and logi- 
cal departments which reflect these 
functions: 


1. Identification of the markets in 
which the agent operates and the char- 
acteristics and peculiar problems of 
each. Who constitutes a potential client? 
What are his characteristics, personal 
and socio-economic ? 

2. Techniques of approach, of fact- 
finding and of interviewing, of system- 
atically obtaining information required 
to make an intelligent appraisal, to pro- 
vide other advisors with facts necessary 
for a sound decision. What are the in- 


dividual’s goals; what is important to 
him? 


Pre- or Post-Probate? 


3. Techniques of studying apparent- 
ly unrelated facts: the individual’s fund- 
amental desires and wishes, his assets 
and liabilities; evolving from these a 
preliminary report and set of notes. Ob- 
viously, the situation of an established 
business owner differs substantially from 
that of a young professional man. In 
some instances the primary problem will 
be one of accumulation — in another, 
conservation and distribution. In any 
event, the agent’s thought process must 
take the individual’s present situation to 
the ultimate point — “post-probate,” 
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rather than the easy “pre-probate” route 
—which so often creates problems for 
the attorney, accountant and trust off- 
cer. The easy route is too often based 
upon selling the client an idea and a 
contract without regard to his total re- 


sources, needs, problems or the sugges- 


tions of other advisors. 

4. Presentation of these facts and 
notes to the client in such a way as to 
convey the necessity and urgency of 
seeking the guidance and help of all 
concerned. 

5. The techniques of coordinating 
the work of the attorney, trust officer 
and accountant in the preparation of 
mutually-agreed upon arrangements, 
and of obtaining positive action thereon. 

6. Post-plan care—The continuity 
of service program. 

Each of these techniques is performed 
by the agent. His training is regularly 
scheduled and supervised and incorpo- 
rates modern teaching aids, situation- 
by-situation case study and constant re- 
view of his progress. Throughout the 
training period our attempt is to create 
a “generalist” backed up by an under- 
standing of technical competence rather 
than a technical expert to confuse the 
client or other advisers. Just as the pri- 
mary purpose of teaching a man to fly 
is to make a skillful aviator out of him, 
rather than an expert in jet engine 
metallurgy or inertial guidance systems, 
the agent’s training is geared to total 
operational efficiency rather than the 
acquisition of an astonishing amount of 
factual knowledge, or “hard-sell.” 

The agent must have current and 'topi- 
cal information at his finger-tips, ap- 
propriate to his own locale, so that the 
client in San Francisco receives the 
same quality and measure of service as 
the one in Chicago, and the attorney in 
Des Moines receives the same coopera- 
tion as in Philadelphia. Providing these 
aids is a continuing responsibility of 


the Home Office. 


Proficiency or Over-Proficiency? 


As in any growing field, there are 
certain dangers to which the agent is 
exposed in the course of his daily oper- 
ations. Perhaps chief of these is the lure 
of the technical aspects. It is possible 
for an agent to become so intrigued by 
these that his proficiency in salesman- 
ship suffers. This aspect of human na- 
ture — learning for the sake of learning 
— is an especially great temptation in 
the case of an agent whose necessary 
background must include personal and 
business economics, management and 
organization; fields in which changes 


are fast-breaking and frequent. It is no 
mean feat for the agent to maintain bal. 
operation, to diversify his 
organize and best utilize his 
is equally difficult for the agent 
to focus concurrent attention on his 
three roles: salesmanship, technical com. 
petence and coordination with attorneys, 
accountants and trust officers, and up- 
grading of his skills. His ability to un. 
derstand and master these diverse fac. 
tors is the very quality which sets him 
apart from others in the insurance busi- 
ness, and perhaps any other business as 
well. 





The estate planning agent’s initial dis. 
cussions with the client can lead to his 
desire for full and proper participation 
by the estate planning team only if his 
training takes into account that the cli. 
ent’s situation must be viewed as if 
distribution had already taken place. He 
must recognize that it is impossible to 
perform a quality in this field service 
without the attorney, trust officer, and 
accountant. Implicit in his training must 
be not only the factors of salesmanship 
and technical competence, but skills of 
coordinating and correlating their work 
and advice. Without this special factor, 
there can be little but lip service paid to 
the term “estate planning.” Training 
must be formalized, regularly sched- 
uled, supervised and subject to constant 
checks and review. 

It would appear, from experience, 
that the appropriate time to start train- 
ing an agent in estate planning work is 
the day he comes into the life insurance 
business. This does not preclude the fact 
that a number of qualified old-time 
agents have proved exceptions to the 
rule. It does indicate that someone must 
be responsible for his development other 
than the agent himself. The proper and 
continuing education of the estate-plan- 
ning agent must take into account that 
he is first and foremost a new breed of 
service-salesman, and if he is to succeed 
he must continually make two sales to 
the client: the need to plan — the need 
to act. 
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e Personal trust assets for Massachv- 
setts chartered banks and trust com- 
panies rose more than 6% in the 12 
months ending June 30 to a total of 
$2,614,120,000. Assets as agent, cus- 
todian, etc. — not included above — 
totaled $3,851,153,000 representing 4 
loss of $10 million in the same period. 
Assets as corporate agent or trustee 
stood at $383,965,000 — slightly above 
the figure of the preceding year. 
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HE LIFE UNDERWRITER, IN HIS ROLE 
Te: adviser to family heads and busi- 
ness executives, needs a broad business 
education. This education must include 
economics, business finance, personal 
finance, social problems, taxation, busi- 
ness and insurance law, law of wills, 
trusts and estates—all this in addition 
to life and health insurance training. 
The Chartered Life Underwriter pro- 
gram covers these subject areas. 

The American College of Life Under- 
writers was incorporated in 1927. Under 
the terms of its charter, the College 
grants the C.L.U. designation to those 
candidates who pass the examinations 
and satisfy the other experience require- 
ments of the College. In the very be- 
ginning of C.L.U. history it was firmly 
established that the designation was to 
be awarded only upon successful com- 
pletion of written examinations. Not one 
honorary C.L.U. designation has ever 
been conferred! 

The C.L.U. candidate must receive 
credit for passing an examination in 
each of the five parts of the program of 
studies with a mark of 70 or better. (It 
is not unusual for nearly fifty per cent 
of the candidates to fail one of these 
examinations in a given year. The fol- 
lowing is a condensed outline of the pro- 
gram of studies: 

Part I. Fundamentals of Life Insur- 

ance and Annuities 

1. Needs and uses 

2. Types of contracts 

3. Arithmetic of premiums and re- 

serves 

4. Contract provisions and legal 

principles 
5. Structure of the business 


6. Fundamentals of programming 
and settlement options 
Part II. Business Life Insurance, 
Health Insurance, Group Insurance 
and Pensions 
1. Life insurance for business pur- 
poses 
2. Problems of old age, unemploy- 
ment, and disability 
3. Health insurance 
4. Group insurance 
5. Pensions and deferred compen- 
sation 
Part III. Law, Trusts and Taxation 
1. Business law and life insurance 
law 
2. Estates, wills and trusts 
3. Taxation 
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Part IV. Economics and Finance 
1. Economics 
2. Family finance 
3. Business finance 


Part V. The Practice of Life Under- 
writing 
1. Human motivation and ethics 
2. Case studies (family, business, 
and estate situations) 
3. Readings in advanced life under- 
writing 

The C.L.U. curriculum is designed to 
provide the life underwriter with (1) a 
broad understanding of the general 
fields of knowledge with which he 
should be acquainted as an educational 
foundation; (2) a keen grasp of the 
specific fields of life insurance knowl- 
edge he should possess to be able to 
give competent counsel to the insuring 
public; and (3) a skill in applying his 
knowledge to actual case situations in 
families and businesses. 

The C.L.U. award is contingent upon 
at least three years of experience which 
satisfactorily meet the rules specified by 
the College. In addition, the require- 
ments of high moral character and 
ethical business practice must be met. 

In accepting the designation, the can- 
didate takes the following oath: “In all 
my relations with clients, I agree to ob- 
serve the following rule of professional 
conduct: I shall, in the light of all the 
circumstances surrounding my client, 
which I shall make every conscientious 
effort to ascertain and to understand, 
give him that service which, had I been 
in the same circumstances, I would have 
applied to myself.” 


The American College of Life Under- 
writers is a special kind of educational 
institution without a classroom or 
campus. Through cooperation with other 
colleges and universities, however, it is 
privileged to make use of more than two 
hundred campuses from coast to coast. 
Known enrollments in formal C.L.U. 
study classes for the school year 1958- 
59 were 8,438. Many others pursued 
these studies alone or in small informal 
groups. 

Since the origin of C.L.U., 8,300 per- 
sons have passed the entire series of five 
examinations, and 8,036 have received 
the C.L.U. designation. However, more 
than 28,000 persons have taken one or 
more C.L.U. examinations. 

Anyone holding the C.L.U. designa- 
tion awarded by the American College is 
eligible for membership in the American 
Society of C.L.U. About 85% of those 
eligible hold current membership. This 
professional body publishes the C.L.U. 
Journal which is widely distributed out- 
side Society membership among life 
underwriters, attorneys, accountants and 
trust officers. The Society also pub- 
lishes Query, a personalized public rela- 
tions mailing piece for members. Query 
is mailed to nearly 100,000 persons each 
month. 

The Society, through its 113 Chapters 
in continental United States and Hawaii, 
provides the means for continuing edu- 
cation for its members. Since 1946 it has 
conducted graduate level schools, the 
C.L.U. Institutes, at leading universi- 
ties. Through these Institutes, the C.L.U. 
Journal and Chapter-sponsored semi- 
nars, C.L.U.s are helped to keep abreast 
of developments in life and health insur- 
ance as well as related subjects which 
are included in the study program. 

Dr. S. S. Huebner, founder of the 
college, has stated: 

“The C.L.U. designation is a pro- 
fessional one. It does more than de- 
(Continued on page 870) 
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~ Gur To TRust-INSURANCE COLLABORATION 


Features and Refinements of Council Movement 


HE SUREST SIGN OF GROWING COL- 
VI laboration between life underwriters 
and trustmen is the existence in the 
United States of some 94 active life in- 
surance — trust or estate planning coun- 
cils. Many of these include attorneys 
and accountants as well. Here the legal 
and financial aspects of estate planning 
are thrashed out through the months 
with competent speakers and active dis- 
cussion. The particular contribution of 
each of the professions dealing with es- 
tate planning is pointed up in a manner 
to develop mutual respect. More than 
that, members get to know one another 
on a first name basis and business co- 
operation grows with that increasing 
friendliness. 

The typical program of a council in- 
cludes a qualified speaker (local or from 
out of town) but more often local) and 
plenty of time for discussion from the 
floor. Topics are mainly of three kinds: 
changes in the law or regulations or new 
decisions; special aspects of estate plan- 
ning that need more explaining or offer 
unusually good opportunities for fur- 
ther sales; the parts played by the dif- 
ferent members of the “team” and how 
they complement each other rather than 
compete with each other. 

Among the effective experiments re- 
ported by councils over the past two 
years is the Southern Arizona plan of 
having a report made at each meeting 
on a recent article in TRUsTs AND Es- 
TATES. Usually the articles chosen can 
be covered in a 10-15 minute report. 

In Flint, Mich., one program included 
a two-hour presentation by an out-of- 
town speaker, a one-hour panel discus- 
sion by local experts of a specific case 
in point (moderated by the speaker), 
and after dinner another hour of gen- 
eral discussion with written questions 
from the floor. This offers a plan for 
exceptionally effective use of a speaker 
who has come a long distance. Several 
councils have prepared estate and family 
data for some hypoethetical character 
like Philadelphia’s “Adam MacAdam,” 
sometimes planning the discussion and 
proffered solutions to cover several 
meetings. 


Films like New York’s “So Little for 
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Eve” (T&E Nov. ’57 p.1146) have pro- 
vided material for council meetings. In 
Little Rock the initial meeting of the 
new Central Arkansas council was 
handled by a panel from the Dallas 
council. The Seattle council takes an in- 
terest in law students at the University 
of Washington who are studying estate 
planning. It sponsors annually a_ will 
drafting and estate planning contest and 
awards prizes and plaques to winners. 
Also it assists in getting special lecturers 
for the course from active practitioners 
in the city. 

Panel discussions often feature regu- 
lar council meetings. The panels ordi- 
narily consist of a representative of each 
of the professions in the council. Fre- 
quently the members of the council are 
provided before hand with mimeo- 
graphed copies of pertinent information. 
One council president said, “It is rare 
for a meeting to go far before questions 
and resulting discussion arise.” 

Occasionally a council will present its 
subject in a semi-humorous manner, as 
when a skit is used to illustrate an es- 
tate planning situation. These may be 
very simple and short or more elaborate 
as in the case of Boston attorney Paul 
B. Sargent’s “Post Mortem of Simon 
Selfmade” (T&E July °52 p. 484) and 
“Simon Selfmade’s Purge or the Laying 
of a Ghastly Ghost” (T&E May °54 p. 
444). 

The skit method of presentation was 
employed by the East Bay, Calif., coun- 
cil for its fourth annual estate planning 
conference on May 9. Each subject was 
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introduced by a prepared skit following 
which a panel of professionals discussed 
methods of meeting the problem por. 
trayed. These dealt with steps in pro. 
bate, gift and estate taxes, asset valua. 
tion and various methods of financing 
retirement. 

Councils function under several dif. 
ferent names, but the “Estate Clinics” 
organized in Columbus, Ohio, are dif. 
ferent in that they limit membership to 
about 25 (T&E Jan. ’58 p. 32), meet 
around a luncheon or dinner table, and 
study actual cases. They are primarily 
working groups. Additional applicants 
for membership are formed into addi- 
tional units in order to retain the in- 
formal discussion atmosphere. The em- 
phasis is on Estate Analysis. 

The Cleveland Society of Estate An- 
alysts is another type of discussion 
group. (T&E Dec. 58 p. 1174.) Local 
lawyers are usually the speakers. The 
subject of each meeting must be worth 
two hours discussion by men who al- 
ready know something about estate 
planning. New ideas are obtained from 
new statutes or regulations, an article in 
TRUSTS AND ESTATES, a new decision or 
situations met with in the field. The 
membership of about 30 is equally di- 
vided between life underwriters and 
trust officers and meetings are held 
around a U-shaped dinner table. 

From time to time, estate planning 
councils meet jointly with local or state 
associations of attorneys, trustmen ot 
life underwriters, insuring a larger audi- 
ence for an outstanding program and 
extending the area of personal friend- 
ships. More ambitious are the Estate 
Planners’ Day programs sponsored sole- 
ly or jointly by councils such as those 
in East Bay, Calif., Central and South- 
ern Arizona, Brown County, S. D., and 
Washington, D. C. 

One of the most recent programs to 
be sponsored by estate planning coun- 
cils (e.g. Tyler, Tex.) is that of “Per- 
sonal Affairs Month.” Originating in 
Freeport, N. Y., as the brain child of 
a life underwriter, Horace E. DeLisser, 
(T&E Aug. *56 p. 693) this program has 
resulted in the incorporation of “The 
Personal Affairs Institute of America.” 
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It draws together all professions in the 
community that deal with “personal af- 
fairs’ — life underwriters, trustmen, 
attorneys, accountants, brokers, doctors 
and dentists, for example — and has 
spread to cities in a number of states 
(T&E May 59, p. 438). It uses the 
month of May to point up by publicity, 
special meetings, and speakers the need 
for the individual to put his personal 
affairs in good order. 

The Councils have been formed on a 
community or regional basis, but there 
has been at least one notable develop- 
ment on a national scale. In 1955 ten 
Iowa organizations were host to two 
hundred registrants for a National Es- 
tate Planning Institute in Des Moines 
(T&E May ’55 p. 380). This two-day 
program featured two skits, an audience 
participation hour and group solutions 
of specific cases. The program indicated 
the possibilities of estatesplanning meet- 
ings of national scope :but- unfortunate- 
ly this meeting has not been emulated. 
However, a call for nat#enal organiza- 
tion was sounded by Harry Greens- 
felder, Jr., C.L.U., St. Louis, who re- 
commended that a new profession of 
estate planners be formed for which 
members would have to qualify in addi- 
tion to the requirements of their other 


professions. (T&E April *58 p. 312.) 
A A A 


Successful Insurance Seminars 


by Bank 


Monthly meetings for life under- 
writers are bringing many millions of 
dollars worth of business to Girard Trust 
Corn Exchange Bank, Philadelphia. At 
the same time this cooperative program 
is the cause of many millions of dollars 
worth of insurance being written by the 
life underwriters. Here is the way the 
plan developed. 

Some 13 years ago Girard concluded 
that the life insurance business was most 
akin to trust development and that two- 
way cooperation would both gain new 
accounts for the Trust Company and 
benefit the life underwriter in at least 
three ways. He would be able to give 
better service to policy-holders and 
prospects. He would obtain greater in- 
surance commissions for himself. He 
would have satisfied and lasting policy- 
holders who would be more or less 
competitor-proof. 

Girard consulted various General 
Agents as to whether their qualified 
agents would be interested in attending 
a series of discussions on selling insur- 
ance through estate planning, all with a 
definite sales slant. 
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Assistant trust officer Tossberg of Colorado National Bank, addresses life underwriters at 

The 26 Club in Denver on May 25, 1959. General topic at the meeting was “Why Life 

Insurance Trusts Should Interest an Insurance Man.” Mr. Tossberg covered the investment 

part of the program. Milton E. Meyer, Jr., Denver attorney, discussed the legal problems 
and Harold S. Kinney, Jr., assistant trust officer of the Bank was moderator. 





The General Agents selected about 
200 men who were invited to the month- 
ly meetings running from nine to ten 
o’clock in the morning. In each meeting 
Girard explained what the trust com- 
pany had been able to do for various life 
insurance men and their policy-holders, 
using actual cases, but disguised. Rea- 
sons for the trust approach were out- 


lined. 


At every session actual cases were 
cited where additional insurance was 
sold to meet an estate or trust need. 


As a result of these meetings attend- 
ance is running between one and two 
hundred men each month who are con- 
stantly recommending the trust depart- 
ment. In addition to future business 
represented by will appointments and 
testamentary trusts, Girard obtains de- 
posit accounts, living trusts, agency ac- 
counts and insurance loans. An ideal 
sales arrangement is created under 
which the prospect obtains a sound estate 
plan, the underwriter sells additional in- 
surance and the trust company obtains 
desirable trust business. 


Essential to the success of the pro- 
gram according to vice president R. E. 
MacDougall, are the following: 1) The 
trust institution must be willing to share 
its sales experience freely; 2) it must 
have a fairly well-rounded conception of 
the use of insurance in estate planning; 
3) it must maintain the underwriter’s 
position at all times; 4) the cases must 
be carefully prepared and clearly pre- 
sented. The emphasis must be on selling 
—not administration. 

Recently one of the life underwriters 
made a cold call on a prospect, recom- 
mended a thorough estate analysis, and 
said there was one organization to do it. 
The prospect said, “You mean Girard?” 


Insurance Trust Seminars 
Sponsored by Bank 


A series of meetings for life under- 
writers in Denver, sponsored this year 
by Colorado National Bank, proved 
highly successful. The four seminars in 
May concentrated on the subject of in- 
surance trusts. 


About fifty insurance men came to 
each of these Monday morning meetings, 
starting at ten o’clock. First they heard 
a 20-minute talk by assistant trust officer 
Harold S. Kinney, Jr., on the advantages 
of the insurance trust as a selling tool 
for insurance men. Then a practicing 
Denver attorney spoke on the legal as- 
pects, usually covering problems con- 
nected with insurance 1) payable to an 
estate, (2) payable to a testamentary 
trust, (3) payable to an insurance trust, 
and (4) pour-over arrangements. Fin- 
ally, one of the bank’s investment men 
told how the insurance proceeds would 
be invested by the bank as trustee. 

After a general discussion, lasting 
usually 45 minutes, the life underwriters 
were guests of the bank at luncheon. 


From a promotional standpoint, the 
meetings were easy to arrange. Mr. Kin- 
ney simply called the different general 
agents who furnished the names of the 
men who would attend. Some of the 
larger agencies sent four or five men. 
The life underwriters were definitely in- 
terested in the use of insurance trusts. 


Owing to the fact that so many of the 
insurance trusts that Colorado National 
Bank has in its files are directly attrib- 
utable to the work of life underwriters, 
the bank has felt that these meetings 
were most worthwhile. The intention is 
to continue the seminars, probably on a 
schedule of one every two months. 
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THE MODERN ESTATE COUNCIL 


JOHN M. ZUBER 


Chairman, A.B.A. Trust Division Committee on Relations with Life Under. 
writers and Vice President, Republic National Bank of Dallas 


NE OF THE OUTSTANDING DEVELOP- 
ments during the past ten or fifteen 


' years has been the very substantial in- 


crease in the number of individuals 
whose estates are of sufficient size to 
need estate plan- 
ning. It is eviden 
that this situation | 
has been brought | 
about by our | 
country’s prosper- 
ity since World 
War II, which has 
resulted in many 
types of assets in- 
creasing tremendously in value. 


JOHN M. ZUBER 


During the same period estate plan- 
ning has become far more complex. Tax 
laws and regulations are more compli- 
cated, including the introduction of such 
factors as the short-term trust. the mari- 
tal deduction, pseudo-corporations, etc. 
Also, estate planners have found it ne- 
cessary to take into consideration retire- 
ment plan benefits, new laws relating to 
gifts to minors and other developments 
in both local and federal laws. 


Some twenty years ago when Life In- 
surance and Trust Councils were in their 
infancy, it was the rule rather than the 
exception for their memberships to be 
made up of a “select” group of trustmen 
and life insurance underwriters. In those 
earlier days the council members were 
self-styled estate planning specialists 
who often were more interested in co- 
operating for their own benefit rather 
than the benefit of their customers and 
policyholders. 


Only in a very few instances would 
councils of two decades ago include 
among the members attorneys and certi- 
fied public accountants. For various 
reasons it was assumed that members of 
these two professions either were not 
interested in attending council meetings 
or would detract from their effective- 
ness. Even in those rare instances when 
lawyers and CPAs were included, thev 
were a hand picked group who would 
not attend council meetings except on 
infrequent occasions. 


Perhaps the best evidence of the great 
strides made in recent years is the bulle- 
tin published early in i959 under the 





joint auspices of the National Associa. 
tion of Life Underwriters and the Trus 
Division of the American Bankers Asso. 
ciation. This pamphlet, intended as , 
guide for those interested in forming or 
revising their councils, placed emphasis 
on adopting the name “Estate Planning 
Council” because all such councils are 
urged to include attorneys and certified 
public accountants, as well as life under. 
writers and trust officers. 


It is submitted that all those interest- 
ed in estate planning find themselves in 
what might be called the early stages of 
a new era. Not only are there many 
more persons who need estate planning 
services, but the whole concept of plan. 
ning is rapidly approaching a_ profes. 
sional status. Estate owners not only are 
becoming increasingly aware of the im- 
portance of planning their affairs, but 
also they are more discriminating in 
selecting those who help them plan. 
Only those attorneys, underwriters, cer- 
tified public accountants and trust off- 
cers who are well informed and sincerely 
seek to serve estate owners’ best interest 
can expect to be called upon for estate 
planning services in the future. 

In view of these trends, it is obvious 
that the four groups must join forces 
on a professional basis and improve 
their respective services for those who 
need their help. One of the best ways to 
do this is to form new estate councils in 
cities and areas where none now exist. 
Wherever existing councils are opera- 
ting on a limited basis, every considera- 
tion should be given to broadening the 
membership. 


In several cities estate council mem- 
bership has been made available to all 
local attorneys, certified public account- 
ants, life underwriters and trustmen who 
wish to join. The results have been ex- 
ceptionally good; invariably the major- 
ity of those who do join as a result of 
a blanket invitation are those sincerely 
interested in estate planning and they 
regularly attend council meetings. 


When all such councils are dedicated 
to serve estate owners in their communi- 
ties rather than to serve the sp2cial im 
terests of the members, we will indeed 
have attained a most worthy goal. 
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Annuity Type [rusts 


Flexibility for Beneficiaries and Investment 


F. L. HUMPHREY 


Vice President, Security-First National Bank, Los Angeles 


nN 1941, Senator Louis H. Rose- 
| berry, Vice President and Manager 
of our Trust Department, addressed the 
22nd Mid-Winter Conference of the 
American Bankers Association on the 
subject of “Tomorrow’s Trusts,” in 
which he discussed with customary en- 
thusiasm, the annuity-type trust which 
we had started using in the late 30’s. 
In reviewing his speech (printed in Feb- 
ruary 1941 issue of “TRusTs AND Es- 
TATES) one is impressed with the fact 
that his statements are just as timely 
today. The purpose of this review of 
annuity-types is to point out why, after 
an additional eighteen years experience 
with them, we feel the Senator’s con- 
viction that they would become “To- 
morrow’s Trusts” has been justified. 

Senator Roseberry suggested five 
W basic annuity trust plans, using “an- 
| nuity” in the broad sense of including 
) all of those trusts in which principal will 
or may be used in one form or another, 
| for periodic payments, rather than re- 
| stricting it to the more commonly ac- 
cepted conception of an annuity being 
an agreed-upon amount payable at 
stated intervals. Since our experience 
has been largely with the truer type an- 
nuity, I shall confine my discussion to 
the two general types of trust which fall 
into that category: 

(a) where we are directed to add in- 
come to principal, forming a common 
fund, out of which the beneficiary is to 
receive periodical payments as  deter- 
mined by the Trustee in the exercise of 
the discretion granted it, or a specified 

amount at stated intervals, and 

| (b) which provides for the payment 
to the beneficiary of the net income at 
monthly intervals, together with discre- 
tionary principal payments or such sums 
from principal as are necessary to make 
the monthly payments equal a certain 
amount. 

(Our form gives the beneficiary the 
tight to waive principal payments and 
to have them resumed from time to time, 
but is so worded that payments which 
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have been waived do not fall into the 
beneficiary’s probate estate. ) 


Reasons for Increasing Popularity 


With some modifications to meet par- 
ticular needs, they have been used here 
with greater frequency than have the 
other forms, possibly because they are 
more readily understood, but more like- 
ly because they have performed so sat- 
isfactorily. We have learned, however, 
that these provisions for the disposition 
of income and principal must be coupled 
with proper provisions for the use of 
principal in the event of emergencies, 
for the investment of trust funds and for 
the allocation of items to income and 
principal, if they are to function in the 
desired manner. 

While it would be difficult to single 
out any one factor which has attracted 
our customers to the annuity-type trust, 
there are three which come to mind as 
having had a considerable effect upon 
its selection — the increased use of life 
insurance; greater dependence upon 
regularly received income, and the ever 
increasing threat of inflation. 

Ownership of life insurance in the 
United States has increased during the 
ten years from 1948 to 1958 to more 
than $500 billion and while this figure 


includes insurance purchased for the ex- 





Dilemma of Arbitrary Principal and 
Income Distinctions. 


press purpose of providing funds for the 
payment of death taxes and that pur- 
chased as a part of pension plans, it 
also includes a very substantial amount 
purchased for the purpose of providing 
for the support and education of the 
insured’s family. 


Unfunded Insurance & Pour-Over 


While most of the insurance compan- 
ies will permit the exercise of an option 
to have the proceeds paid to the benefi- 
ciary in installments, it is under a plan 
which does not afford flexibility, so that 
many of our customers and yours make 
use of the unfunded life insurance trust 
as a means of providing that flexibility. 
If the Trustee makes it a practice, as we 
do, to discuss proposed investment mat- 
ters with the widow, the Trustee also 
obtains for the wife some measure of 
experience in business and investment 
matters. 

As the use of pour-over provisions in 
the Will grows in popularity, we find 
more and more of our customers whose 
estate is largely represented by life in- 
surance attracted to the plan of creating 
an unfunded life insurance trust and 
then providing for the distribution of 
their residuary probate estate into that 
trust. These trusts being “future trusts,” 
we find a rather consistent use of an- 
nuity-type distributive provisions in 
their make-up. 

The increasing use and acceptance of 
installment buying as a means of acquir- 
ing a home, an automobile, furniture, 
appliances and many other items, has 
made the American people payment con- 
scious and has developed a greater re- 
liance upon a regular monthly income, 
whether it be from salary or from trust 
benefits. It may be especially important 
to the widow who is left with the prob- 
lems of raising and educating a family, 
for she must know what her income is 
to be and that it will be regularly re- 
ceived. This modern trend, therefore, 
has had a considerable effect on the 
demand for annuity-type trusts which, 
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in turn, have enabled us to provide 
modernized trust service. 


Regularity with Elasticity 

The third factor — that of inflation — 
is causing more and more of our cus- 
tomers to swing away from the conven- 
tional, income type trust, in favor of the 
annuity-type which has demonstrated 
the possibility of avoiding many of the 
problems attendant upon a decreasing 
rate of return on the one hand and 
steadily mounting prices on the other. 
This desire to protect against the effects 
of inflation is apparent from the ques- 
tion so frequently asked by prospective 
Trustors: “How can I determine what 
amount will be required five or ten 
years from now to properly provide for 
my family?” We believe that use of a 
provision somewhat as follows answers 
that question: 


“The net income shall be added to 
and become principal of the trust es- 
tate, forming a common fund out of 
which the Trustee shall pay to or for 
the benefit of Trustor’s wife, Mary, at 
monthly intervals, such sums as in its 
discretion are necessary, from time to 
time, to provide for her reasonable 
care, support and comfort and for the 
care, support and education of any of 
Trustor’s children who are minors.” 


We find this provision sufficiently 
flexible to adequately provide for chang- 
ing needs and conditions, provided other 
features which we shall mention later on 
are present. Following the decease of the 
wife and the division of the trust into 
shares for Trustor’s children, similar 





provisions should be included for the 
children, particularly those who are 
minors and those who have not yet com- 
pleted their education. 


Three Steps in Responsibility 


In 1942 we developed and began 
using our “step-up” trust — a living 
trust in which the Trustee’s duties are 
defined at three levels — holding title 
and acting upon direction; limited man- 
agement, and full management. By act 
of the Trustor, at any time, the Trustee’s 
duties may be stepped up, and automa- 
tically become full management upon 
the death, legally declared disability or 
physical incapacity of the Trustor. Sur- 
render of reserved powers by the Trus- 
tor need not be permanent — they may 
be resumed whenever he wishes.* This 
feature is particularly attractive to those 
of our customers who wish to be re- 
lieved of management while traveling 
but who may want to resume it upon 
their return. 


Similarly, where our duties go to full 
management because of physical or 
mental disability, the Trustor may rein- 
state his powers of management upon 
his recovery or restoration to capacity. 
Since the basic purpose of this type of 
trust is to cover the need for future, 
rather than present, Trustee service, and 
since the extent of the financial require- 
ments of the Trustor or beneficiary at 
that future time are unknown when the 
trust is created, the annuity-type provi- 


*And c.f.. “The Convertible Living Trust,” p. 
538, T&E, June ’59. 
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sions have had almost universal accept. 
ance in our step-up trusts. 

Up’ to this point we have considered 
the annuity trusts as they appeal to our 
customers and as they serve to meet the 
needs of modern living. We feel they 
have also had a considerable effect upon 
the Trustee in its administrative capac. 
ity, as well as upon its investment philo. 
sophy, and have done considerable to 
enable us to bring our administration 
and investments into line and to keep 
pace with modern practices and think. 


ing. 
Investment Advantages 


In the struggle for 
ment in the making 
trust investments — 
reasonably acceptable to income benef. 
ciaries and remainderman alike — 
Trustees have developed and, in some 
cases adopted, a variety of investment 
theories. While we recognize the advan. 
tages as well as the imperfections in 
these theories, we believe the Prudent 
Man Rule is the best of the lot and we 
do not hesitate to recommend it to at- 
torneys and their clients as a sound, 
workable plan. Our Prudent Man Invest- 
ment statute became effective in 1943 
but for many years previous had, in 
substance, been written into a great 
many of our trusts. This was not done 
for the purpose of depriving the Trusto: 
of his right to direct the type of invest- 
ments which he wished in his trust, for 
we recognize that right as we recognize 
his right to specify the manner in which 
income and principal are to be distribu- 
ted, but rather because we have for so 
long recognized the advantages of flexi- 
bility, whether it be in the management 
or the dispositive provisions. 

If a Trustor gives his Trustee the dis- 
cretion to determine the needs of his 
beneficiaries, it seems to follow he 
should have sufficient confidence in that 
Trustee to provide, as to investments, 
that so long as it exercises good faith 
at all times and, under the circumstances 
at the time prevailing, the judgment and 
care which men of prudence, discretion 
and intelligence use in the management 
of their own affairs, not in regard to 
speculation, but having in mind a more 
permanent disposition of their funds 
and the probable income as well as the 
probable safety of the capital, its powers 
shall be unrestricted and unhampered 
by the Trustor’s pet investment theories. 

Unfortunately, however, the advan- 
tages of investing under the Prudent 
Man Rule may be nullified by the pro- 


visions of the trust relating to retention 
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of assets, or those pertaining to alloca- 
tion of income and principal items, to 
amortization, or to the use of principal 
for the care of beneficiaries — to all of 
which consideration must be given in 
each individual trust as the Trustee deals 
with the investments of the trust. 
Accordingly, we asked our investment 
men to select from a variety of Wills 
and trusts those provisions which would, 
in their opinion, enable them as invest- 
ment men to do the best possible job 


i for the beneficiaries. All of these men 
9 selected, in addition to the Prudent Man 
} Rule, clauses directing the Trustee to 


add income to principal and to pay from 
this common fund to or for the benefit 
of the beneficiary, at stated or discre- 
tionary intervals, such sums as the Trus- 
tee deems proper or necessary for rea- 
sonable support, care and comfort (in 
addition to any amount fixed by the 
Trustor); giving the Trustee discretion 
to determine what is income and what 
constitutes principal and to charge items 
to either, and conferring upon the Trus- 
tee discretion as to amortization. 


Compatible Today — and 
Tomorrow 


The performance of a trust which in- 
cludes these various provisions (and 
many such trusts now exist in our de- 
partment) amply supports the conclu- 
sion of our investment men. We find 


that in some years income may be in- 


§ sufficient to meet requirements; in good 
| years there may be opportunities to re- 


store principal used in lean years and 
to accumulate against future needs. In 
our management of such a trust we find 
we can profitably spend on real invest- 
ment problems the time which might 
otherwise be consumed in trying to 
apply the Pennsylvania Rule or in inter- 
preting the Principal and Income Law. 


We find too, that where we have dis- 
cretionary power to alter the periodical 
payments as need dictates our admini- 
strative men are often in closer touch 
with the beneficiaries, for they must 
keep informed as to changing needs; 
they must know at all times what is 
happening to the assets of the trust; 
they must keep their estimate of cash 
requirements up to date. The knowledge 
and understanding gained by the benefi- 
ciary and the administrative man work- 
ing things out together can be most help- 
ful in the management of investments, 
but what is of equal importance, our 
cusiomer relations are greatly improved 
and certainly more pleasant than is the 
case where we must try to. explain why 
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ANNUITIES IN FORCE IN U.S. LIFE INSURANCE COMPANIES 
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the income is less and not enough for requirements, emergencies and _ other 


the needs of living while the market 
value of assets continues to increase, or 
attempting to answer letters from bene- 
ficiaries addressed to the Chairman of 
the Board or the President of the Bank 
complaining that they cannot live on the 
income alone. 

We appreciate that no plan yet de- 
vised can solve all economic ills, but at 
the same time we feel that we have a 
duty to search for means by which we 
can carry out the best hopes of our 
customers who have entrusted the affairs 
and welfare of their family to our keep- 
ing. This is one of our reasons for hav- 
ing so much faith in the annuity-type 
trust; for contending such trusts are 
better equipped to meet recessions and 
depressions, low interest rates, rising 
and declining markets, inflation, changes 
in the cost of living, changes in family 


contingencies, and for believing so firm- 
ly that this type of trust will best enable 
us to keep our services abreast of chang- 


ing times — that they are now, as they 
were in 1941 — “Tomorrow’s Trusts.” 
A a 


BANK FipuciAryY FUND NAMES 
WUNDERLE 


Edwin W. Wunderle, senior vice presi- 
dent, Liberty Bank of Buffalo, has been 
elected to the three-man investment com- 
mittee of New York State’s Bank Fidu- 
ciary Fund. He has been identified with 
the Fund since its creation in 1955 as a 
state-wide Common Trust Fund whose 
participants are banks within the state 
that have no Common Trust Fund of 
their own. Liberty Bank is one of the 
largest single shareholders among the 
46 banks that hold shares for their cus- 
tomers totaling nearly $8,000,000, 
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- INSURANCE PLUS TRUST PLAN 


for Soff. emp oyed Groups 


GEORGE S. VRIONIS and MARTIN J. O’TOOLE, C.L.U. 


Phoenix Mutual Life Insurance Company, New York City 


N ANTICIPATION OF THE KEOGH-SimMP- 
i bill* becoming law, many self- 
employed groups have already created 
plans for retirement and group life in- 
surance, with the annual deposits made 
by the participating individuals present- 
ly not tax exempt. While the Keogh- 
Simpson bill covers all self-employed in- 
dividuals, it may be assumed that the 
self-employed professional man _ or 
woman will more readily appreciate the 
tax advantages and consequently react 
through their respective societies or as- 
sociations, by creating a qualified plan, 
with a corporate fiduciary as trustee. 

The authors in conjunction with trust 
officers of a large corporate fiduciary, 
- have for two years explored the pros 
and cons of a suitable plan for a pro- 
fessional society and, in the course of 
research, analyzed a number of actual 
plans in operation. Our conclusions, 
without going into the relative advan- 
tages and disadvantages of the several 
plans, enabled us to formulate a few 
basic rules and observations. 

One professional society selected a 
corporate fiduciary as custodian; each 
participant makes annual deposits with 
such custodian and at the same time in- 
structs the custodian to invest the de- 
posit in one of five mutual funds. There 
is no life or group insurance in the plan. 
The custodian receives a fee for its ser- 
vices and has no duties or responsibili- 
ties beyond purchasing the selected 
fund. On retirement (age 65) the parti- 
cipant receives the securities in the 
fund and must rely on such securities 
for the rest of his life for income. 

Two other organizations named cor- 
porate fiduciaries as trustees. Both funds 
include reducing group insurance which 
expires at age 65. One fund is invested 
by the trustee in growth equities; the 
other, in a mutual fund, maturing at age 
65 at which time the participant receives 
the securities (stocks) without any guar- 
antee of income in both funds. One fund 
has a maximum deposit limitation of 


*Permitting income tax deductions by self-em- 
ployed individuals to retirement plans. 
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Mr. Vrionis was in the trust business for 
more than twenty years before entering the 
life insurance field two decades ago. One of 
the pioneers in the business insurance trust 
idea, he has lectured on this and other 
topics before many Bar groups. Mr. O’Toole 
has worked closely with him in recent 
years in pension and other advanced under- 
writing cases. 





$4,800 per year; if at age 65 an annuity 
is selected, the rate is not fixed — the 
insurance company reserves the right to 
change the annuity rates periodically. 

Another fund elected a corporate fi- 
duciary as depository — not trustee — 
and the participant selects one of five 
mutual funds. No type of life insurance 
is included and at age 65 the participant 
receives his matured mutual fund with 
no guarantee as to income. 

Two medical societies elected to pur- 
chase term insurance for their members 
with a maximum coverage of $10,000 
for each participant (without evidence 
of insurability) which, at age 60, auto- 
matically reduces to $5,000 and expires 
entirely at age 70. In one of these cases, 
the coverage is 10-year term which, 
after 10 years or at age 65, is automati- 
cally converted to $10,000 of special 
whole life at the attained age, but no 
provision is made for the retirement of 
the participant at age 65 through the 
group or society plan. 

In all the above cases, the deposits 
and premium costs are, of course, not 
tax free and may not be even if the 
Simpson-Keogh Bill becomes a law, un- 
less the incidental trust or deposit agree- 
ment is amended to comply. 


Model Plan Developed 


In collaboration with the trust officers 
of a large New York trust institution 
the authors evolved what we consider 
an ideal plan which covers every pos- 
sible contingency in the life span of an 
individual. At the outset, we applied the 
yardstick of the “Four Hazards of Life.” 


1). A man may die too soon, leav- 
ing little or nothing for his depend- 
ents. 


2.) He may live too long if he is 
without a guaranteed adequate life 
income. 

3.) He may not die soon enough, 
if, being permanantly and totally 
disabled, he is confronted with life 
insurance premiums he is unable to 
pay. (Of course, the professional 
person must have a disability income 
plan as well). 

4.) He may have one or more pe- 
riods of temporary financial embar- 
rassment during his business life. 


Our plan, administered by two of the 
oldest financial institutions of the coun- 
try — the life insurance company and a 
bank — provides protection against all 
of these “hazards” and at the same time 
takes advantage of the combined pur- 
chasing power of a group by offering — 


a) Preferred life insurance under- 
writing. 

b) Annuity guarantees, fixed at 
today’s rates and effective in the dis- 
tant future. 

3) Double indemnity and disability 
waiver of premium provisions. 

d) Collective judgment of the in- 
vestment officers of the corporate fi- 
duciary. 

e) Low fees for administration of 
the plan. 

f) Flexibility at the inception and 
at maturity of the plan in that seven 
different options may be exercised by 
the participant at retirement. 

g) Minimal cost of life insurance 
protection; in fact, a participant who 
joins the plan before age 40 recap- 
tures all of the premiums paid when 
he reaches age 65 because of the type 
of coverage utilized in the plan. 

h) The participant has more time 
for study, research and relaxation, 
having delegated his life insurance 
investment and retirement income 
problems to competent and qualified 
hands. 


Details of Arrangement 


To put the plan in force, the group 
would appoint a committee which in 
turn would engage an attorney to repre- 
sent the group in its negotiation, with 
the corporate fiduciary. A declaration of 
trust would be prepared by such attor- 
ney, naming designated members of the 
group as trustees and providing for 
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their successors. The trustees would re- 
tain the fiduciary as custodian of the 
funds and investment advisor responsi- 
ble for the selection and management of 
the investments. 

The trust agreement would define the 
type of investments — perhaps growth 
equities in a “pooled” investment fund 
in which each participant will own 


| shares. At the option of the participant, 


\ he may increase his annual contribution 
‘to his investment account, from time to 
‘time, without increasing his life insur- 


ance account. 


Each participant would agree to pur- 


' chase one or more units in the plan, in 
' equal annual installments. Each unit will 
> contain $10,000 of ordinary life insur- 


© ance with double indemnity and waiver 


| of premium. Part of each annual install- 


' ment would represent the annual pre- 


' mium for the life insurance and the bal- 




















ance would be invested in selected com- 
mon stocks. The accumulations under 
the life insurance contracts — cash val- 


ues and dividends — together with the 


proportionate share of the participant 
in the investment fund, will provide the 
desired annuity at retirement age, 65. 


Typical Example 


X is 40 years of age and wishes to 
become a participant in the plan. One 
unit — $100 per month at 65 with $10,- 
000 of life insurance including the 
double indemnity and waiver of pre- 
mium provisions — will require an an- 
nual contribution of $597.50. Of this 
amount $351.40 pays the premium for 
the life insurance and the balance of 
$246.10 will be invested in selected 
common stocks. If X remains in the plan 
to age 65 his total contribution would 
be $14,937.50; the guaranteed cash 
value of the life insurance including 
estimated accumulated dividends (not 
guaranteed) would be worth $8,860 and 
his investment fund, estimated at an 
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“Best salesman we ever had! First he 
reads his client's future and gets him 
so worried he signs immediately!’ 
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average of 4% interest, would amount 
to $10,660 or a total of $19,520, show- 
ing an increment of $4,582.50, without 
taking into consideration the possibility 
of any increase in the principal of the 
investment account. 

X has a wife and five children. X may 
add to the basic $10,000 policy in the 
one unit he purchased. A~term rider 
providing an initial amount of $100,000 
of decreasing insurance at a cost of $651 
per year. As the children grow older the 
need for protection decreases to the 
vanishing point. Of course, evidence of 
insurability will be required of each 
participant who wishes to add this de- 
creasing term rider. 

A participant who withdraws from 
the plan before attaining age 65 would 
not be required to pay a penalty and he 
may continue his life insurance policy 
if he chooses. At retirement he may 
exercise any one or a combination of 
seven options. He may decide, for ex- 
ample, to receive all cash or half in cash 
and half of his completed fund in an 
annuity; he may wish to reecive his ma- 
tured life insurance and accumulated 
dividends in cash and continue building 
his investment fund indefinitely. He may 
elect to receive a joint and retirement 
annuity with his wife so thai as long as 
they both live,.they will receive a month- 
ly income guaranteed for 10 years cer- 
tain and life. In the final analysis his 
circumstances at,. age ,65: will dictate 
what disposition shouldbe made of his 
fund. sia 

What the exact provisions of the 
Simpson-Keogh bill will be if, and when, 
it becomes a law, no one knows. We 
have every reason to believe that the 
plan described herein may be readily 
amended or converted to comply with 
the law. 

Aside from any tax considerations, a 
self employed group, particularly skilled 
professional societies, will find this plan 
a most desirable one for the reason that 
it provides complete, economical and 
flexible protection against the hazards 
of daily life, especially for those in the 
younger ages. The young married physi- 
cian, denlist, lawyer, engineer, veterin- 
ary, etc. in the one plan receives pre- 
ferred underwriting treatment; protec- 
tion against premature or accidental 
death; disability; life insurance guaran- 
teed cash values in periods of deflation, 
hedges against inflation with growth 
equities; relief from the responsibility 
of selecting investments; and, last but 
not least, a guaranteed life annuity at 
today’s rates, in which, if he joins his 
wife, neither one may ever outlive. 


e A profit sharing plan covering per- 
sonnel of the American National Bank 
& Trust Co., Chicago, has been approved 
by the Board of Directors. In addition 
to the annual allocation to the fund from 
the bank, employees are permitted to 
make voluntary contributions not -ex- 
ceeding 7% of their annual salary. The 
bank will annually contribute 13% of 
consolidated net earnings after deduc- 
tion from net earnings of seven per cent 
of capital, surplus, and undivided profits. 

Profits are distributed in full to the 
employee at retirement or in the event 
of permanent disability or death. The 
trust will be invested under the direc- 
tion of the bank’s trust department. 
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TRUST ADVERTISING RECOMMENDING 





LIFE INSURANCE 





“THIS IS YOUR LIFE UNDERWRITER- 






the man with 
TOMORROW 
in mind...” 


Your life insurance underwriter helps you 
Jook ahead with confidence to the tine when 
your family will need extra protection... 
when children are ready for college 


or when your retirement is actually at hand, 





He helps you build a strong financial 


framework for the future. 


At Wachovia, our trust officers 
appreciate the importance of the 
life insurance underwriter and 

the service he can render in careful 
estate planning. We know from 
experience that Life Insurance is, 
for example, an excellent means 
of providing ready cash needed for debts 
and taxes in the settlement of an estate. 


Trust Departmert 


WACHOVIA 


We will be happy to work with you, 
your underwriter, and your attorney in fitting 
your life insurance program into an estate 





plan that can provide the protection you want (Member Federal Deposit insuronce Corporation 


for your family. Damber Federal Reserve System 








These representative ads typify the 
various approaches by which trust de- 
partments emphasize in newspaper ad- 
vertising the important role of life in- 
surance and the underwriter as part of 
the planning team. 








Shrinking Dellars 
High Taxes 
Point Up the Need for 
MORE 


Life [Insurance 












Is the life insurance that you bought some years ago still 
adequate for the protection of ~> family? This question de- 
serves the serious consideration ut every man who wants to make 
sure that his loved ones will be able to live in reasonable fort 
if his earning power ends. 

Inflation has squeezed those who must live on fixed incomes 
such as life insurance benefits. Today's dollar, for instance, is 
worth less than half, in terms of buying power, of the collar of 
1939. Taxes have likewise taken a far heavier toll — @ bigger cut 
from income invested for maximum security in sound morigages 
or bonds. 

Our bank does not write or sell life insurance and has no 
connection with any life insurance company or agency. Officers 
of our Trust Department will be glad, however, to analyze your 
estate im strict confidence to help you decide how much life in- 
la surance you need today. Please phone 

‘ FAirfax 2-6741 for an appointment. 
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What is MISSING 


from this Picture? 
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Knights of the Round Table 











































From First National Bank of Atlanta ad salut. 
ing Million Dollar Round Table member, 
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YOUR UNDERWRITER 





Onz of life's tragedies is that the END and the MEANS can- 
not always be brought together 


The END in the mind of cvery responsible person is the fu- 
ture comfort and security of those who depend on him—or 
her. 


Your life underwriter can show you the MEANS to that 
END. He can help you achieve it. 


Our Trust Department knows the importance of life insur- 
ance in an estate plan. Have you enough? 


FIRST NATIONAL BANK 


Barberton Akron Cuyahoga Falls 
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These Items Call For CASH 








The executor of your estate will need cash immediately to 
meet these obligations: 

Taxes 

Debts 

Family Support During Estate Settlement 
Many have found that life insurance is the most satisfactory 
way to assure that adequate cash will be available for these 
needs. 
Ask one of our Trust Officers to explain how such life insur- 
ance proceeds can be safeguarded and made to provide 
maximum protection. It will cost you nothing to talk with 
him. A letter or phone call will arrange an appointment 


to suit your convenience. 


You will be absent when the need arises, so take the neces 


sary steps NOW 
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You Can Increase Your Estate 
And Safeguard Your Family By Using 
* « » Life Insurance * * « 


The Second National Bank of New 


Haven does not 


In some cases, life insurance is a 
man's only means of giving financial sell life insurance, 
protection to his wife and children but we urge you to consult your own 
But whether an estate is large or insurance counselor about the bene 
small, it is not likely to include fits which will result if adequate life 
enough cash to take care of taxes and insurance proceeds are available. We 


other settlement costs. You can pro- will be glad to talk with you about 


vide this needed cash through life the distribution of your estate. We 
insurance, may be able to offer practical sugges- 
tions of money-saving value and thus 
help you plan for the future security 
of your family 

Your own attorney should be con- 


sulted on all legal matters connected 





with your estate. 





PERSONAL TRUST DEPARTMENT 


THE SECOND NATIONAL BANK 
OF NEW HAVEN 
135 Church Street (Next to the Post Office) 











iti 
Both of us ay 


beneficiaries 
of this policy 


ff policy of active cooperation which has 
existed over the years between our bank 
and the life underwriters of this area has brought 


important benefits to us and to you 


Primarily, it means better service to our 
mutual customers which is always reflected in 


ultimate benefits for both of us. 


PROVIDENT ey TRADESMENS 


Bank and Trust Company 
TRUST DIVISION: Seventeenth and Chestnut Streets 
Philadelphia 5 
LOcust 4.3000 









Save, Invest, Protect 
with Lite lnsurance 


¢ 
4a 












, your own sske—for your family's 
fF, osake, take out Life Insurance. 






Life Insurance is a saving—an investment—a 
protection, one. 


It forces you to regulerly—to | aside something 
Gat dee Sanase, year by yoni ee 





which you mare that the plans 
cherish for them will be carried owt even in the event 
of your desch. 
Especially is this true if you create a Life Insurance 





An early example (1925) of trust company 
advocacy of life insurance as a major factor 
in financial protection. 





Estate Planning Council 
Activities 

Denver — The annual summer party 
was enlivened by two witty addresses. 
Ed Oliver spoke on “Anecdotes and 
Golf Tips” and Professor William J. 
Bowe, University of Colorado School of 
Law, talked on “The Trials and Tribu- 
lations of Trust Department Administra- 
tion.” 

Hawaii — On August 20 Marshall M. 
Goodsill, attorney, spoke on “Deferred 
Compensation Arrangements.” 

South Bend — On July 28 the fol- 
lowing officers were elected for the 1959- 
1960 year: Pres. — John Di Gann, vice 
president and trust officer, First Na- 
tional Bank of Mishawaka; Vice Pres. 
— John Carey, South Bend attorney; 
Sec. — Dale Metzger, C.P.A.; Treas. — 
Harold Buchanan. 

Reno — In place of the more usual 
officer set-up, leadership of this council, 
organized in January 1958, rests with 
four directors and a secretary. Currently 
these are: Dirs. — Paul Romberger, 
trust officer, First National Bank of 
Nevada; Eli Grubic, attorney; George 
Folsom, C.P.A.; Ralph Thomas, insur- 
ance underwriter; Sec. — Robert Holt, 
assistant trust officer, First National 
Bank of Nevada. 

El Paso — Officers elected for the 
1959-1960 season are: Chmn. — William 
D. Goldfarb, C.L.U.; Vice Chmn.—Sam 
Moore, attorney; Sec. — William A. 
Emig, assistant trust officer, State Na- 


4 tional Bank; Treas. — Paul H. Carlton, 
E C.P. A, 


Tyler, Tex. — A successful program 


’ for “Personal Affairs Month” was car- 
tied through in May. The Council ar- 
ranged for the following activities: 
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Printed estate inventory forms, 
provided by lawyers, sent out with 
bank statements and furnished to life 
underwriters 

A public forum and guided tours 
through the court house sponsored by 
the Bar Association on Law Day 

An institute for professionals, spon- 
sored by the Association, where au- 
thorities discussed preparation of 
wills and trust agreements and pro- 
cedures for assisting in handling the 
estates of decedents and ininors 

Some 30 talks on personal affairs 
given at luncheon clubs for which two 
lawyers, two life underwriters, an ac- 
countant and a trust officer were 
designated 

A “Big Brass Luncheon” sponsored 
by life underwriters with home office 
executives invited as well as members 
of the Estate Council 

An evening meeting of trustmen 
and accountants from the entire East 
Texas area. The speaker was inter- 
viewed also on TV 

Newspaper advertisements by life 
underwriters and three banks, on be- 
half of all the Estate Council profes- 
sions; association advertising by the 
Bar and the accountants 

A distinctive button worn all month 
by members of the four professional 
groups and placards placed on display. 








BASIL S. COLLINS 


Who has left Old Colony Trust Co. of Bos- 
ton to become New England Regional Di- 
rector of Advanced Underwriting Services 
for Guardian Life Insurance Co. (See Aug., 
p. 791.) 


Early Insurance-Trust Company 


As a pioneer in the fields of life in- 
surance and trusteed protection for in- 
dividuals, excerpts follow from the pro- 
posals of the Massachusetts Hospital 
Life Insurance Co. at its organization in 
1823, the original title page of which is 
reproduced herewith. 

OBJECT OF THE SOCIETY: The import- 
ance and necessity of an Institution, in 
which property might be secured for 


PROPOSALS 





OF TRE. 
MASSACHUSETTS HOSPITAL 


wife Enusurance Company, 


Avcust 18, 1823, 


Office No. 70 State Street, Boston. 





the support of aged persons, widows and 
children with authority to make 
insurance on lives and all kinds of con- 
tracts in which the casualties of life and 
interest of money are principally con- 
cerned. 

ANNUITY IN TRUST: The Company will 
receive any sum of money, or such 
stocks as they are authorised to hold, at 
the prices which may be agreed upon, 
to be in trust for a given life or lives... 
to be invested with the Capital Stock 
and other property, and managed by 
the Directors in the way they shall judge 
most advantageous, having always in 
view the safety of the Capital rather 
than the greatness of the income. 
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INCE THEIR INTRODUCTION ABOUT 30 
~~ ago, group annuity contracts 
have developed in many ways. Initially, 
there was only one form of contract avail- 
able. Now, a wide variety of different con- 
tracts are being offered by a larger num- 
ber of insurers which provide pension 
facilities that are versatile and compre- 
hensive. 

For the most part, this discussion of 
pension facilities will be generally ap- 
plicable to all insurers; however, in 
some instances, to make the comments 
more specific, I have referred to my own 
Company since I know most about its 
operation. 


Guarantees of Performance 


The variety of group annuity con- 
tracts available today permits a wide 
choice as to the nature of the guarantees 
to be obtained from the insurer—and 
this choice is sure to be broadened in 
the future. Many factors deserve con- 
sideration in making the choice. In some 
cases, the provisions of the plan may be 
very important—for example, the na- 
ture of the benefits to be provided at 
death in active service. The formula 
used to determine the amount of the re- 
tirement benefits sometimes indicates 
that one contract form is more suitable 
than another; this may be particularly 
true when the retirement benefits are 
based on final earnings. 

A very important factor is the nature 
of the financing; if, for example, the 
plan is financed by a fixed contribution 
for each hour worked, as many union 
negotiated plans are, that may strongly 
influence the type of contract which can 
be used. And there may be other aspects, 
such as whether or not the plan is con- 
tributory—or the relative size of the 
plan; But perhaps more important than 
most of these is the basic question of 
how much of the pension responsibility 
should be reinsured with the insurance 
company, that is, to what extent should 


*Mr. Deans is guest columnist at the behest of 
Dr. Hilary L. Seal, the regular author of this 
monthly digest. 
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PENSION and PROFIT SHARING DIGEST .. . 


eee Le a aa aS 


JAMES R. DEANS* 


insurance company guarantees be se- 
cured? In some plans, most, if not all, 
of the currently accruing responsibility 
can be immediately reinsured; other 
plans involve some financial aspects 
which cannot be reinsured, such as the 
amount of employment, or the rate of 
employee turnover. 


In the sections which follow, the 
major types of group annuity contracts 
are briefly outlined, starting with the 
one with the most extensive guarantees 
and grading down. 


Group Retirement Income. These con- 
tracts resemble, in some respects, an 
aggregate of individual retirement in- 
come contracts, such as might be part of 
an individual policy pension trust, or as 
might be purchased by an individual for 
himself, entirely apart from any pension 
plan. Such contracts generally include a 
benefit at death prior to retirement 
which is related to (usually 100 times) 
the expected monthly pension. 

When an employee is first covered 
under the plan, the pension which he 
then expects to receive at retirement 
age is paid for by level considerations to 
his retirement date. The considerations 
for this amount of pension are guar- 
anteed against change. If an employee 
becomes entitled to an increase in his 
pension, a similar, guaranteed considera- 
tion becomes payable to his retirement 
date to provide the additional pension. 

In addition, there is customarily an 
over-all guarantee of the schedule of 
rates applicable to all pension amounts 
whose purchase is begun in the first five 
years of the contract. There are many 
other guaranteed provisions, such as the 
amounts to be credited to the contract- 
holder when employees terminate with- 
out retaining the benefits purchased. 


Group Deferred Annuity. Under this 
contract, units of deferred annuity are 
purchased each year as pension credits 
accrue; “prior” pension credits, for 
service before the establishment of the 
plan, are purchased for employees in 
order of their nearness to retirement. At 


Director of Group Pension Sales, The Prudential Insurance Company of America 


Versatile Pension Facilities of a Life Insurance Company 


the time an amount of deferred annuity 
is purchased, the insurance company 
takes the full responsibility to pay the 
annuity each year for life, beginning a 
retirement age. In addition, there is ger. 
erally a guarantee of the rates applicabk 
to all purchases to be made in the firs 
five contract years and many subsidiary 
guarantees. 

Deposit Administration. This form o 
contract provides for the accumulation 
of employer contributions in a fund. 
without allocation to particular em 
ployees. When an employee retires, : 
withdrawal is made from the fund to 
purchase his pension. A great variety of 
benefit formulas can be readily accom: 
modated since the precise determination 
of the pension need be made only at re 
tirement. Until then, deposits to the fund 
are based on estimates of the accruing 
liability, made in any manner acceptable 
to the Internal Revenue Service. Wher- 
ever a dollar of contribution is received 


by the insurer, it guarantees both the J 


interest rate to be credited until the 
dollar is applied to buy an annuity and 
the schedule of rates at which it is to be 


applied. In addition, at issue there is } 


generally a guarantee of the interest rate 
and schedule of annuity rates for all 
contributions received in the first five 
contract years. 

Such contracts generally contain 
schedules at which deferred annuities 
could be purchased at guaranteed rates 
if the contract terminates. Thus, there 
are complete guarantees with respect t0 
each dollar paid. There is no guarantee 
as to the sufficiency of the amounts cor 
tributed, since that is not controlled by 
the insurer. But once an annuity is pur 
chased for a retiring employee, the i 
surer thereafter fully guarantees his 
benefits. 

Immediate Participation Guarantet. 
Essentially, this contract form is a mod: 
Feation of Deposit Adminisiration 
I.P.G. is suitable :primarily for large! 
plans. The interest rate applicable to tht 
undivided fund is not fixed in advance 
but is determined each year by refer 
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ence to the rate earned by the insurance 
company. While the contract contains 
immediate annuity rates such as are 
found in a deposit administration con- 
tract, there is contractual provision for 
direct recognition each year of actual 
mortality and expenses, as well as in- 
terest earned. As in the case of any de- 
posit administration contract, there is 
no guarantee of the sufficiency of the 
fund; but once an annuity is purchased 
for a retiring employee, the insurer 
thereafter fully guarantees his benefits. 


Maturity Funding. The Maturity 
Funding or Terminal Funding contract 
is another modification of Deposit Ad- 
ministration; the essential difference 
being that the contract-holder makes 
contributions under the contract only 
when employees retire, rather than in 
advance. The purchase rates are guar- 
anteed, and retired employees are as- 
sured of life-time pension payments 
when their pensions are purchased. 
























The Maturity Funding contract has 
proved to be advantageous when used 
in conjunction with a self-insured plan 
where there is a desire to have life-time 
pension payments guaranteed to pen- 











Gsioners, but also to retain control over 







the investment of funds held for active 
lives. 







Split-Funding. This contract form is a 
variation of the deposit administration 
or immediate participation guarantee 
contract. Under this form of contract, 
only a portion of the pension contribu- 
tions are paid to the insurance com- 
pany. The remainder is normally in- 
vested, primarily in common. stocks, 
through a trusteed financing vehicle. 
When an employee retires, his entire 
pension is purchased from the insurance 
company with the funds coming from 
either the amount previously deposited 
with the insurance company or from the 















m trustee or from both. The same guar- 
@antees as those provided under deposit 






administration or immediate participa- 
tion guarantee contracts are offered 
under a split-funding contract depend- 
ing upon the form of contract used. 
Common 








stocks have become im- 
§ portant in pension plan funding in the 
last few years. The life insurance com- 
panies have considered that all their 
assets are held on a basis providing for 
uniform participation by all types of 
business; accordingly, even in the case 
of insurance companies which have very 
broad authority to invest in common 
stocks, the requirements of some lines of 
insurance, such as individual life insur- 
ance, have limited the extent to which 
common stocks are used. 
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GROWTH OF PRIVATE PENSION PLANS 





INSURED AND NONINSURED COMBINED 
$34.0 







16.5 
COVERAGE Yy 
(millions / 
of persons) 
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& RESERVES 


(billions of doliars) 
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Prepared by Institute of Life Insurance 





Therefore, those pension plan admin- 
istrators who wish to invest a substantial 
portion of their funds in common stocks 
have been able to do so only by using 
a non-insured financing arrangement. 
Through split-funding, it is possible to 
provide guaranteed pensions for em- 
ployees once they have retired, permit 
the desired investment in common stocks 
and secure the advantages which a life 
insurance company has on long-term in- 
vestments other than common stocks. 

This brief description of contract 
forms is intended primarily to indicate 
that there is a broad range in the extent 
to which guarantees of performance are 
now obtainable under group annuity 
contracts. There are many different 
variations and combinations available. 
New coverages are constantly being de- 
vised. Two examples of this are the de- 
velopment of disability retirement bene- 
fits and benefits for surviving widows 
under which the risks involved are borne 
by the insurance company and new con- 
tract forms, including provision for 
equity based pension funding, are now 
being developed. 


Investment 


Because of the impact of investment 
results on pension plan costs, a great 
deal of discussion is generally devoted 
to this area. Too often, however, this 
discussion is based on woefully inade- 
quate analysis. I would like to illustrate 
the nature of the investment facilities of 
a life insurance company by reference 
to the Prudential. We have three major 
investment departments: (1) Mortgage 
Loans and Real Estate, (2) Bonds, in- 
cluding direct placements, and (3) 
Commercial and Industrial Loans, in- 
tended primarily for lending to small 
corporations, At the end of 1958, our 
over-all pension portfolio consisted of 
about 47% in mortgages and 38% in 
corporate bonds with the balance dis- 
tributed among other forms, and with 
only 2% in common stocks. 


I would like to digress for a moment 
about common stocks. My company and 
several other prominent companies are 
working vigorously to expand our facili- 
ties so that we can offer equity based 
pension and annuity contracts to those 
who want them. Such efforts were suc- 
cessful in 1959 in New Jersey, where the 
law now permits the issuance of con- 
tracts on variable basis, and in Connecti- 
cut, where legislation permitting special 
funding of pension contracts recently 
was approved. Other States, such as 
Massachusetts and California, have been 
seriously considering similar legislation. 
There are yet many problems to be 
solved but it can be expected that varied 
facilities for equity-based funding of 
pensions will become available from in- 
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surance companies in the near future. 

On long-term investments other than 
equities, we believe a thorough analysis 
will show that the life insurance com- 
panies have natural advantages which 
they use to obtain superior results. Any 
such analysis, to be reliable, should com- 
pare similar types of assets and should 
not indiscriminately compare the over- 
all yield of portfolios established at 
different times, and holding different 
portions of common stocks. The objec- 
tive of such analysis would be to de- 
termine which medium will, over the 
long term, provide the better yield on 
comparable investments. A comparison 
of this yield on a seasoned portfolio and 
the yield currently obtainable on new 
investments would not be reliable since 
the yield on new investments might re- 
flect what may be very temporary con- 
ditions. Comparison of the yield being 
obtained by the various media on com- 
parable investments currently being 
made might provide a reliable criterion. 
A life insurance company’s natural ad- 
vantages in the long-term investment of 
funds center around its ability to invest 
substantial amounts in mortgages and 
direct placements. Investments in mort- 
gages provides a very attractive net re- 
turn; however, such investments to be 
on a sound and efficient basis require the 
careful attention of on-the-spot experts 
familiar with local real estate conditions 
and legal requirements. 

In recent years, many insurers have 
obtained virtually all of their security 
investments, other than common stocks, 
by direct negotiation with the borrower. 


Direct placements of this type have 
distinct advantages for both the bor- 
rower and the lender and because of 
these advantages, such issues often carry 
a significantly higher yield than com- 
parable issues that are publicly mar- 
keted. 

Past experience has shown that, in 
general, the investment facilities of a 
life insurance company have enabled it 
to obtain a higher return on fixed in- 
come investments than has _ been 
achieved by most tax-free pension trust 
funds, which have limited, if any, fa- 
cilities for investment in mortgages and 
direct placements. We are vigorously 
doing all we can to eliminate unfair tax 
burdens. In this connection, the new 
basis for taxation of life insurance com- 
panies which was enacted in 1959, in- 
cludes provision for substantial relief 
from discriminatory tax which had ap- 
plied to the investment income earned 
under insured qualified pension plans. 
Another encouraging development is the 
enactment in 1959 of a law in California 
that provides for a reduction in pre- 
mium tax on Group Annuity Contracts 
used to finance a qualified pension plan. 


Participation 


Most life insurance company pension 
contracts provide for participation in 
the earnings of the insurance company 
in the form of dividends or experience 
rating. Life Insurance companies issue 
a contract under which it accepts firm 
obligations in the future for a fixed 
price today and offers, in addition, a 
basis for participating in the benefits 
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of actual experience, if costs prove to be 
less than has been charged. It is by this 
means that the holder of a group pen. 
sion contract obtains the benefit of the 
actual results obtained by the insurer, in 


investments and expenses, as well as § 


mortality. 


Other Elements 


Administration. By equipment. per. 
sonnel and geographical distribution, 
the life insurance companies are in a 
position to offer administrative facili. 
ties which cannot be matched by any 
other medium today. The new science of 
applying electronics to clerical opera- 
tions is very rapidly being absorbed by 
the insurance companies with undoubted 
advantages to those whom they serve. 

Actuarial. The actuarial facilities of 
the insurance companies are well known. 
Their actuarial staffs are large, com- 
petent, and stable. The actuarial services 
are of two types; the specific case facil. 
ity is the more obvious because this is 
the service that is available on each con- 
tract in connection with its particular 
plan. There is another and equally im- 
portant aspect related to long-range de- 
velopments. 

Research. Insurance companies today 
do a great deal of research not only in 
the basic elements of life contingencies 
such as mortality and disability, but also 
in devising new coverages, in coordi- 
nating coverages currently available, 
and in facilitating the administration 
and service of its business. 

The successful operation of a pension 
plan involves many diverse functions: 
actuarial calculations based on life con- 
tingencies; prudent investment of funds 
for the long term; a working knowledge 
of pertinent federal and state laws and 
regulations; accurate and economical 
record-keeping and accounting; effective 
communications to employees; and thor- 
ough research. These are the very func: 
tions in which life insurance companies 
have specialized for years. These are the 
fields to which an insurance company 
can bring its vast experience gained 
over years of serving many policy-hold- 
ers and contract-holders. 


A AA 


WHAT IS A C.L.U.? 
(Continued from page 857) 


note that the holder of it has attained 
to certain academic standards by pass 
ing a series of examinations. Primar- 
ily, it serves to indicate that the un- 
derwriter has spent time and effort 
in preparing himself to render a high 
type of service to the public and will 
continue to merit the confidence of 
the public by keeping abreast of the 
times.” 
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PAUSE FOR REFLECTION 


The dog days of August and the first 
week of September brought some un- 
settling new factors to plague the finan- 
cial markets. First came the early August 
news of the proposed FEisenhower- 
Khrushchev visits, interpreted by the 
stock market as the forerunner of sharp 
cutbacks in defense budgets, with im- 
plications of lean times for the elec- 
tronic and defense group, their suppliers 
and the general economy, geared to a 
high level of government spending. The 
market proceeded to discount the ef- 
fects of this possible lull in the cold 
war, and, while no severe damage was 
inflicted outside of the high-flying 
specialties, it soon became obvious that 
both speculative and investment ardor 
was running a bit cooler than during 
the more hectic portion of the summer 
bulge. 

The announcement of the 5% prime 
rate on September first, the highest since 


setenae 


1931, came as no surprise but failure 
of the Federal Reserve to follow through 
the next day was unexpected. At this 
writing, it appears that a 4% rate has 
been discounted but the outside possi- 
bility of a more restrictive attitude, 
with 91 day bills close to the 4% 
mark, cannot be ruled out. 


With the Government list scraping 
bottom, bonds in general have contin- 
ued to attract increased attention from 
apprehensive holders of capital. Al- 
though the swing to fixed-income media 
in major degree may not be imminent, 
it has reportedly been gaining ground 
in recent months as more market com- 
mentators have pointed out that rising 
costs for money have historically tended 
to dampen enthusiasm for equities. 


In appraising the market’s reaction 
to the new East-West meetings, the uni- 
formly barren box score of previous 
negotiations should lead to the conclu- 
sion that great hopes are decidedly pre- 








Institutional Research Department 


Continuing and comprehensive research 
is conducted in the following fields: 


Paper Industry 
Glass Industry 
Non-Ferrous Metals Industry 


Reports are available. We invite your inquiry. 


BURNHAM AND COMPANY 


MEMBERS NEW YORK AND AMERICAN STOCK EXCHANGES 


15 BROAD STREET, NEW YORK 5, N. Y. 








mature. Even if this view should proy 
incorrect, a real relaxation in interna. 
tional tensions with its implications fo; 
broader world trade, reduced defeng 
outlays and some tax relief would fa 
more than compensate for the losse 
through cancellation of defense cop. 
tracts. 

This is not to argue, however, that 
the long bull market in stocks is over 
or that activity and investment enthusi. 
asm will not continue to the fore for 
some months because majority sentiment 
still appears to favor a selectively higher 
level of stock prices. It does seem t 
point out with greater clarity ihe need 
for developing a “cautionary level” pro- 
portional to the rising degree of risk 
in equities selling at historically high 
p/e ratios and at indicated yields great. 
ly inferior to those obtainable on high. 
grade bonds. 

It appears that many professional 
managers are reducing risk exposure 
wherever possible, either through 
smaller percentage in stocks or switch: 
ing to less volatile commitments, in- 
creasing cash or, where permissible, 
placing new money and proceeds of 
stock sales into bonds. Institutional 
activity during the latter part of Augus 
is likewise reported to have declined 
appreciably, leaving the field largely to 
individual traders and investors. 


SURVEY OF EDUCATIONAL 
ENDOWMENTS 


Colleges and universities appear to be 
less dependent today upon endowment 
income, important as this mey be, than 
they were 20 years ago. Fund principal 
and income have grown less rapidly 
than have total operating expenses, due 
to rising costs and larger enrollment. 
according to a survey of 200 selected 
institutions as of June 30, 1958 con- 
ducted by the United States Departmen! 
of Health, Education and Welfare. 

At report date, these invested sums 
had a book value of nearly $3.8 billion 
and a market of more than $4.8 billion. 
Gifts continue to augment permanent 
investments each year ($218 million 
rise at market during 1957-58) and at 
nual income has more than doubled ove! 
the last. two decades but greatet 
emphasis has of necessity been placed 
on annual giving to cover enlarged bud 
gets than on increase in permanent 
funds. 
Among the salient findings of this 
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study are: total 1957-58 investment re- 
turn of $186 million represented a 
3.84% yield on market value, with 52% 
invested in stocks, 34% in bonds, 8% 
in real estate and mortgages, and the 
balance in other categories, including 
2.7% in college plant; real estate pro- 
duced the best return at 5.91%, fol- 
lowed by corporate bonds at 4.18%, 
common stocks 3.7%, and United States 
Governments 2.86%; the most popular 
selections in equities were utilities with 
19.7%, petroleum with 19.4% and 
chemicals 12.8%. 

The study contains a wealth of in- 
formation, much of it in tabular form, 
concerning variation in size of funds, 
return on investments, portfolio com- 
position and variations in book and 
market values, subjects which concern 
both educators and students of institu- 
tional investing. 

Not the least intriguing portions are 
those devoted to investment policies, 
problems and management, particularly 
Has these concern equities. Among the 
pertinent observations are that college 
investment managers find difficulty in 
determining good stock values, namely, 
good quality at the right price. While 
stocks are very useful in protecting pur- 
@ chasing power if well bought, extremes 
must be avoided in both purchase and 
sale. Apparently majority opinion dur- 
ing 1957-58 favored greater concentra- 
tion on bonds than upon equities. 


Advisory sources used by colleges 
range from full supervision by invest- 
ment counsel to services of individuals 
or trust companies. Of the 200 institu- 
tions reporting, 19 had their own in- 
vestment staffs, with the indicated divid- 
ing line at the $50 million portfolio 
mark. Outside counsel was employed by 
68, 49 used banks or trust companies 
and 64 relied upon their boards. Some 
used a combination of these methods. 


Lists of securities were not requested 
but the survey indicated that almost 750 


different stock issues were included, 
spread over about 24 industries. Very 
few institutions reported holdings in 
airlines, agricultural equipment, bever- 
ages, distilling or brewing, motion pic- 
lures, rails, rubber, soap, textiles or to- 
baccos. 

One private university with an endow- 
ment exceeding $50 million stated its 
preference for real-estate leasebacks and 
term loans on real estate, ships and 
“other special types of property where 
there is a possibility of appreciation of 
value as well as satisfactory fixed in- 
come.” In some cases they seek an equity 
of 15-25% for a nominal consideration 
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to share in the remainder value after 
debt retirement. Conventional portfolio 
items are therefore kept highly market- 
able to offset the special situations which 
must run to maturity. 

Real estate in general remains a mat- 
ter of sharply divided judgment, de- 
pending upon need for liquidity vs. a 
better return. One institution even re- 
ports development of a shopping center, 
light industrial and residential areas 
but this program depends upon a special 
condition prohibiting sale of the proper- 
ty, hence the desire to build up its earn- 
ing power. Mortgage servicing by self 


or others is cited as a drawback by some 
managers. 


Pouitics User ALLEsS 


The paramount importance of politics 
on the Washington scene is not exactly 
news. but the House Ways and Means 
Committee focussed front-page publicity 
upon it once more when it tabled until 
next year consideration of the expected 
compromise on the long term bond in- 
terest rate which the Administration 
had tabbed a “must” measure. In view 
of the stark financial realities facing the 

(Continued on page 888) 
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. YIELDS pul © 
= . Le Ve Ne, i % Pa 44 
; NAV 
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44 === 3 YEAR 4 \ | ivawral ¢ DIVIDENDS 
coos 10 YEAR — Aca \ | 4 ee et 
——— 3'/48,0F a Vv ., 
48 6/15/83-78 4 l5o=-—— A ad 
-——- Baa 
poe 4 -_ 
+ 1956 1957 1958 1959 -+ 1956 1957 1958 1959 1956 1957 1958 1959 
—— End of Month Range for Period 
1959 1959 1958 1959 1951-58 
ion tie dee Widkdies Wiskiew 1946-50 1941-45 1931-40 1919-1930 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. ___..__. aaa Oy 4.77 4.59 3.33 4.77-3.72 4.10-1.385  1.68-0.90 1.32-1.07 (a) (a) (a) 
6-Year Taxable Treas. _....--_._-_ % 4.72 4.55 3.48 4.72-3.87 4.12-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. _.....-----——s— % 4.54 4.41 3.52 4.54-3.86 4.01-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 214s, 9/15/72-67 __.-------—- -—-——- % 4.33 4.21 3.46 4.33-3.77 8.86-2.21 2.48-1.96 2.48-2.08 (a) (a) (a) 
Victory 2%4s, 12/15/72-67 % 4.18 4.06 3.39 4.18-3.76 3.83-2.44 2.48-2.08 2.50-2.37 (a) (a) (a) 
8148, 1983-78 % 4.07 4.05 3.62 4.12-3.83 3.84-2.59 (b) (b) (b) (b) 
3s, 1995 % 3.83 3.77 3.44 3.88-3.65 3.68-2.94 
%. Corporate Bond Yields 
Aaa Rated Long Term ___-_---_---—-—s—- % 4.45 4.44 3.97 4.49-4.09 4.15-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term ——_---—--—-— —  % 4.61 4.59 4.07 4.61-4.20 4.31-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Term ——_______.. % 4.80 4.73 4.27 4.80-4.39 4.51-2.87  3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term —._-.--_----.. % 5.12 5.07 4.77 5.12-4.82 §.11-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
%. ‘Tax Exempt Bond Yields 
Aaa Rated Long Term _.._._»_-_--- _ % 3.44 3.48 3.22 3.54-3.06 3.45-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term _.__.-.-_-_-_——_ % 3.63 3.71 3.49 3.80-3.21 3.72-1.87  2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term __----- -—-—-——s % 3.90 3.97 3.70 4.03-3.53 3.98-1.72  2.64-1.28 2.49-1.49 $.29-2.11(d) (d) 
Baa Rated Long Term _._ > —s 4.35 4.39 4.21 4.46-3.92 4.51-1.98 3.05-1.57 2.94-1.80 3.71-2.60 (d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
High Grade % 4.63 4.67 4.36 4.71-4.36 4.68-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.76 
Medium Grade —...______  % 4.95 4.96 5.17 4.99-4.78 5.60-4.45 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
pA Senna eee a 4.45 4.45 4.32 4.48-4.28 4.67-3.46 3.92-3.27 (e) (e) (e) (e) 
Medium Grade —_________ ow. OG 4.76 4.73 4.73 4.88-4.65 5.16-3.80  4.20-3.52(e) (e) (e) (e) 
Utilities—Low Dividend Series 
OS ee ee” 4.78 4.79 4.63 4.87-4.55 5.00-3.78 4.24-8.40 (e) (e) (e) (e) 
Medium Grade —~...____... % 4.99 5.01 4.90 5.01-4.82 5.34-4.18 4.65-3.69 (e) (e) (e) (e) 
$. Common Stocks 
125 Industrials—Prices (g) ~~ $194.70 196.07 153.48 196.07-174.47 158.98-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) —~-.__- 5.77 5.80 5.71 5.80-5.68 5.94-4.18  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f) 
125 Industrials—Yields _._._ % 2.96 2.96 8.72 3.28-2.96 6.79-3.63 7.29-3.20 7.71-8.56 10.13-2.59 6.21-3.19 (f) 


(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(e)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


*Revised 


(e)—Low Dividend Preferred Yield Averages in this series date from 

Jan. 2, 1946. 
(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 
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Like Today's Super} -Highways... 


there’s more to 
Cities Service than 
meets the eye! 


The New Jersey Turnpike is one 
of the world’s greatest highways. 
To build it required 23 months 
of labor by 10,000 workers... 
a mountain of materials, includ- 
ing tons of Cities Service asphalt 
... and the expenditure of 
$255,000,000. 

A casual trip along the turnpike 
does not reveal these facts any 
more than its 14 service stations— 
all operated by Cities Service—re- 
veal the full scope of Cities 
Service enterprise. 

Serving the petroleum needs of 
America today is a big job. So 
that it can do its share of this job, 
efficiently and economically, Cities 
Service has invested more than a 
billion dollars in modern facilities. 

And what of the years ahead? 
Building for the future... pre- 
paring for greater tomorrows... 
Cities Service is expanding con- 
stantly. In the past two years it 
has spent over $350 million on 
this progressive program. 

Only in this way can America 
be assured of what she needs for 
progress ... more jobs, more and 
better petroleum products. 








It required 80,000 man hours a day for nearly 
two years to complete the New Jersey Turn- 
pike.This year, this showcase of modern engi- 
neering will accommodate 41 million motorists. 
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last year we provided over 125 
solutions to the problems of 


Estate Portfolio 
Distribution 


In 1958 Kidder, Peabody sold over 125 blocks of stock* 
which were owned by individuals and corporations other 
than the issuer. Many of these blocks represented parts of 
estate and trust portfolios, large and small. 

Our successful handling of their distribution and sale was 
based on Kidder, Peabody’s ability to find the appropriate 
market for the type and number of securities held—and to 
make the most effective use of it. 

Some of the blocks were Private Placements—a major 
means of disposing of large blocks of stock. We offer broad 
knowledge and experience in determining how, when and 
where to use this method and the best terms on which 
financing can be arranged. 

Others were Secondary Offerings which, in order to have 
maximum success, require national coverage, facilities, dis- 
tribution and the ability to place stocks in the hands of 
strong individual and institutional buyers. 

We are thoroughly familiar with the variety of techniques 
for selling blocks of stocks on the floors of national stock 
exchanges. 

If you are facing problems of distribution and sale of an 
investment portfolio for an estate or trust, our partners 
would be glad to discuss your particular situation at your 
convenience. Call or write the Resident Partner in the 


Kidder, Peabody office nearest you. There is no obligation. 


Kipper, PEABODY & Co. 


FOUNDED 1865 





New York 5 - 17 Wall Street - HA 2-8900 - New York 17 - 10 East 45th St. - MU 2-7190 
Boston 10 - 75 Federal Street - LI 2-6200 - Puitape.pnta 9 - 123 So. Broad St. - KI 5-1600 
Los AncELEs 14 - 210 W. 7th Street - MA 8-3271 + San Francisco 4 - 140 Montgomery St. - EX 7-4900 


*A Partial Listing 


Number 
of Shares Company 


50,000 ACF Industries, Inc. 

33,000 American Insurance Co. 
6,000 American Investment Co. of Illinois 
5,000 American Telephone & Telegraph 

25,000 Bendix Aviation Corp. 

37,000 Beneficial Finance Co. 

10,000 Bethlehem Steel Corp. 

5,000 Boeing Airplane Co. 
130,000 Chrysler Corp. 
10,000 Commercial Credit Co. 
15,000 Container Corp. of America 
100,000 Douglas Aircraft Co. 
108,925  Duffy-Mott Co. 

11,200 Federated Department Stores 

74,925 —‘ Florida Steel Corp. 

33,000 General Time Co. 

20,000  Gustin-Bacon Mfg. Co. 

10,000 Hertz Corp. 

25,000 ‘Interstate Power Co. 

6,000 Kern County Land Co. 

30,000 Koppers Co. 

10,500 Louisville Gas & Electric Co. 
5,000 Northern Natural Gas Co. 
5,000 § Panhandle Eastern Pipe Line Co. 

30,000 = Pittsburgh Plate Glass Co. 

10,000 Plough, Inc. 

16,400 Republic Steel Corp. 

5,000 Richfield Oil Corp. 
100,000 William H. Rorer, Inc. 
9,000 Sears, Roebuck & Co. 
106,150  Socony Mobil Oil Co., Inc. 
10,000 Standard Oil Co. of California 
177,235 Standard Packaging Corp. 
150,000 Standard Pressed Steel Co. 

50,000 Suburban Gas Service 

11,400 Union Carbide Corp. 

15,000 Union Electric Co. 

10,000 United Gas Improvement Co. 
5,000 United Shoe Machinery Corp. 
3,500 Vick Chemical Co. 





Members New York, American, 
Boston, Philadelphia-Baltimore, 
Midwest and Pacific Coast Stock Exchanges 
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PORTFOLIO PRINCIPAL PERFORMANCE INCOME 


POLICY Base (100): Bid Price 6/30/50 | ne 
For detailed explanation as to 


selection and interpretation of % common stocks Current Dividend % on 
‘ ly 1959 i . p. 690. aver. month-end 
wine ta: ss lower grade bonds & 8/31/59 


preferred stocks 6/30/50 to Bid& Bid 
Pre-War 8/31/59 Cap. only Last 5-Yr. 
Recent 5-Yr.range | 12/30/39 Low High Distr. 12 Mos. Avg. 

















offering price 








| BALANCED FUNDS 72.3 95.6 2015 | 1992 165.1 | 3.07 3.31 


American Business Shares 56.4 56.6 48.6 142 975 1492 149.2 113.7 3.28 3.50 
Axe-Houghton Fund “A” - 58.1 64.4 49.4 63.1 96.3 206.0 199.6 143.7 224° BS 
Axe-Houghton Fund “B” ey MM fe OR MI 2 Ce 55.5 95.9 215.5 213.9 174.5 2.90 3.09 
Boston Fund _......... RAN Se Be a 66.7 73.6 56.5 69.4 95.5 211.6 210.9 169.4 2.76 2.82 
Commonwealth Investment Co. 70.0 76.1 67.0 57.6 84.0 208.3 205.5 175.9 2.53 3.06 
Diversified Investment Fund, Inc. _----- 70.8 743 65.8 — 88.0 212.2 210.3 173.0 3.538 4.03 
Eaton & Howard Balanced Fund 65.5 70.9 59.9 67.0 96.3 203.4 201.3 174.7 2.81 2.90 
Fully Administered Fund sneaked Securities) 78.9 78.9 68.3 78.0 96.4 168.8 165.9 147.1 3.35 3.66 
General Investors Trust - nie Eee aro hee 60.4 81.9 58.1 91.7 97.2 203.0 201.0 149.1 3.50 3.70 
Investors Mutual ; 69.3 71.6 63.6 — 96.3 195.2 192.4 175.9 3.20 3.50 
Johnaton- Mutual Fund... 79.9 79.9 56.4 — 96.6 228.5 224.6 192.7 2.79 3.11 
Massachusetts Life Fund 69.2 69.2 59.5 — 97.2 184.4 181.2 166.5 3.00 3.05 
National Securities—Income series 90.0 91.8 82.0 — 96.8 188.3 185.6 154.7 4.22 4.78 
Nation-Wide Securities 58.3 62.1 54.5 = 97.2 178.9 177.7 149.4 3.31 3.46 
George Putnam Fund _ xh 73.1 74.0 66.3 83.5 S15 227.2 225.0 188.3 2.77 3.02 
Scudder Stevens & Clark Balanced Fund - 66.2 67.3 56.7 ‘ 97.3 187.6 184.8 156.6 2.90 3.03 
Shareholders Trust of Boston. __.. AMS. 61.8 : 58.8 96.3 216.8 214.9 168.9 3.54 3.62 
Stein Roe & Farnham Balanced Fund _ 61.6 is 50.5 — 96.8 239.8 236.9 205.3 2.50 2.60 
Wellington Fund - : 63.6 68.5 63.2 : 97.3 200.4 198.8 165.4 2.92 3.11 
EL So, | rae eS aS ORE 5.30 & — 95.8 204.1 203.5 157.0 3.35 3.48 
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FLEXIBLE FUNDS , 95.8 246.4 242.8 196.0 2.66 
Broad Street Investing Corp. —-----____- P F , : 93.7 284.8 282.2 239.3 3.18 
OST SS: |e ata one se ee ee nee B R ‘ : 95.3 242.8 238.9 180.3 2.28 
IRN SO oP a ed : , 96.6 384.4 376.6 322.4 1.87 
Fidelity Fund ' : ‘ y 95.4 302.4 296.5 253.8 2.68 
Institutional Foundation Fund - cS ae : . ; — 95.5 238.0 237.3 181.7 3.35 
Knickerbocker Fund : / : é 96.4 194.6 189.3 137.7 3.02 
Loomis-Sayles Mutual Fund : ‘ : ; 96.6 186.7 186.0 143.0 2.93 
Mutual Investment Fund coenaw = , : 55. 2 95.7 184.3 180.8 140.3 2.50 
New Enetand Fund j : ; ‘ 97.2 176.5 174.5 135.5 3.12 
Selected American Shares . ! . . 94.3 257.7 252.3 184.7 2.60 
Sovereign Investors ___ Se ere see ieiers: : : : : 98.2 284.6 282.4 260.3 2.73 
State Street Investment Corp. . Pe ee , : ‘ ‘ 95.3 219.5 216.7 147.2 1.87 
Wall Street Investing Corp. x A 96.1 259.7 255.7 234.5 2.70 
Wisconsin Fund, Inc. Sean eat Fen : ; ‘ 95.4 234.0 230.1 183.8 
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COMMON STOCK FUNDS ; 94.7 308.7 303.2 251.1 


UMNO RN on if ft . A 93.6 238.8 236.0 184.6 
Bullock Fund R , ‘ é 94.6 277.7 272.9 216.2 
Dividend Shares ee : : , 3 93.6 243.2 239.3 198.8 
Eaton & Howard Stock Fund : : : : 95.2 311.0 306.6 272.6 
——— Investors - dnt OS i A n 94.4 307.8 261.0 
Group Securities—Common Stock ' ' — 95.1 245.8 9 198.6 
Incorporated Investors _ en aa ish Nap. f J J 96.6 326.8 319.6 256.3 
Investment Company of America — ‘ j . 94.1 302.6 6 223.5 
Keystone Growth Common (S-3) __ i : R J : 97.4 356.6 2: Zid 
Massachusetts Investors Growth Stock Fund - é j . ¥ 94.7 386.9 877.8 $25.5 
Massachusetts Investors Trust _......._____ ; ; ; J 95.3 332.6 A 302.6 
National Investors _.... - : E P 3 92.7 356.9 277.6 
National Securities—Stock Series ns k ‘ 93.6 247.0 194.1 
T. Rowe Price Growth Stock Fund _. - - ‘ , ; 94.6 418.5 9 352.8 
Scudder Stevens & Clark Common Stock Fund__ : g J 94.5 308.5 6 2672 
United Income Fund ; , ; 95.4 278.3 “7 2383.5 
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500 STOCK INDEX (Standard and Poor’s)® 70.7 94.3 343.2 
CONSUMERS PRICE INDEX (B.L.S.)" 58.5 100.0 122.7 
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n—Adjusted to June 30, 1950 base; *—-Leverage operated until 2nd quarter 1950; Italics indicate ex-div. or high or low reached during current month. 
Corrections: July 1959—Col. 9, Fidelity Fund, 2.72; Col. 8, Nat’l Securities Stock, 196.2. 


COPYRIGHT 1959 BY HENRY ANSBACHER LONG. 


SEPTEMBER 1959 877 








ES 





Two Leading Funds 
Initiate Contractual Plans 


Once upon a time not so very long 
ago, the self-proclaimed more respect- 
able element in the mutual fund indus- 
try were inclined to turn up their noses 
at the mere mention of the term “con- 
tractual plan.” And we remember that 
several times within the last decade this 
subject was relegated to such unimport- 
ant sections in the annual mutual funds 
sales conventions, that we gave them 
extra attention in our accounts of these 
meetings because they had been the vic- 
tims of what we felt was unjust neglect 
on the schedule. But now many of the 
most important fund sponsors in the in- 
dustry are rushing to sign up successful 
contractual sponsor selling organizations 
to design and promote plans incorpora- 
ting their product. (Wellington Fund 
and Axe-Houghton “B” are two repre- 
sentative funds that have been sold on 
a contractual basis for many years). 
Three years ago it was the conservative 
Boston Fund that signaled the change 
of pace with a contractual plan sold 





INVESTMENT COMPANY NOTES 


HENRY ANSBACHER LONG 


through the North American Planning 
Corporation. A year ago the big news 
was that Hugh Long’s Fundamental In- 
vestors would be sold in a contractual 
package by First Investors Corp., pur- 
veyors of Wellington and granddaddy 
in the field. 


In the middle of last month, National 
Investors Corp., leading growth stock in 
the Broad Street Group of Mutuals and 
also claimant to kinship with closed-end 
Tri-Continental Corp., tied in with In- 
vestors Planning Corporation. This large 
retail mutual selling organization boasts 
of having 3,000 salesmen and a monthly 
volume of over $12 million including 
one-shot sales as contractual 
plan. It presently creates and distributes 
Axe-Houghton Fund “B” and Axe Sci- 
ence and Electronics Fund on a contrac- 
tual basis. Walter Benedick, President of 
I.P.C. predicts face amount plan sales 
for his newest product of $128 million 
during the next twelve months. (Plans 
provide for payments over a 121% year 
period.) During the first half of 1959, 
National’s gross sales were over $11 


well as 














Stein Roe G Farnham BALANCED FUND 


A balanced mutual fund of bonds and 
preferred and common stocks 


Stein Roe G Farnham STOCK FUND 


A mutual fund which provides a diversified 
I 
portfolio of selected common stocks 


Both funds available at net asset value 
Copies of the prospectus obtainable from 


Stein Roe & Farnham Balanced Fund, Inc. 
Stein Roe & Farnham Stock Fund, Inc. 
135 South La Salle Street, Chicago 3, Illinois 
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million. Its current assets approximat: 


$119 million. 


This month’s old-line convert to the 
contractual field is the $400 million F. 
delity Fund. The package is being pu 
together by three-year old North Amer. 
ican Planning Corp. which is addin 
new offering as a companion product ti 
its more conservative balanced Bostor 
Fund contractual. With 90% of its cur 


rent sales concentrated on the latte 
fund and a sales force approximating 
750, North American claims month) 


volume of $214 million. Fidelity’s ow 
gross sales for the first six months 
1959 were $20 million. North Amer 
ican’s contractuals using Fidelity as th: 
investment vehicle will span a ten-yeai 
period in contrast with I.P.C.’s 12), 
year contract. Minimum monthly pay: 
ments of $20 parallel those of the Ne 
tional Investors package. North Amer 
ican’s Boston Fund plans start with : 
$15 minimum; I.P.C. 
are $10 monthly. 


Axe minimum: 


New York Capital Fund 
of Canada Offers Shares 

New York Capital Fund of Canada 
Ltd., is offering one million shares 
additional common stock through at 
underwriting group represented by Car 
M. Loeb, Rhoades and Co. The price fo 
involving — 2,00) 
shares or less during the initial sale 
period, Sept. 2nd (4:30 P.M.) to Sept 
3rd (2:00 P.M.), was $13.75 represent 
ing net asset value plus an underwriting 


single transactions 


commission of 714% of the offering 
price. Thereafter the offering was e¥ 


pected to continue for twenty busines 
days, but with the remaining shares ur 
derwritten solely by the Rhoades firm 
selling stock to selected dealers. During 
this latter period the price was to b 
established twice daily as with the cor 
ventional mutual which offers its share: 
continuously. 

The New York Capital Fund was oF 
ganized with the original Non-Resident 
Owned Canadian mutuals back in Jute 
1954. Unlike the majority of these, how 
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ever, it did not offer its shares to the 
public continuously although they were 
fully redeemable at asset value. It has 
thus been plagued by a slow attrition of 
its paid-in capital, in common with sev- 
eral other funds of a similar type. Its 
original capitalization of 3 million 
shares (one million before a subsequent 
split-up) had shrunk to 2,178,411 on 
June 30 of this year. In the light of the 
long-term objectives of the fund and its 
per share asset value increase from 
$7.78 at time of organization to $12.72 
on the initial date of the present offer- 
ing, one wonders at the causes of such 
attrition. Of course, in common with 
other N.R.O. companies, asset value is 
beefed up by the continuous reinvest- 
ment of net income and realized capital 
gains. 


The New York Capital Fund was one 
of the first of the new Canadian N.R.O. 
companies to anticipate on any signifi- 
cant scale the potential of foreign invest- 
ment in areas other than Canada. Cur- 
rently it reserves the right to invest 50% 
of total assets in securities of companies 
which derive their income from sources 
outside of both Canada and the United 
States. 





























Booklet for Bankers 
Published by N.A.I.C. 


A second edition of the booklet, “In- 
vestment Company Shares — An Aid to 
Bankers and Trust Officers” has recently 
been published by the National Associ- 
ation of Investment Companies. Over 
45,000 copies of the 1957 edition were 
distributed by the fund trade associa- 
tion. The new version incorporates many 
revisions and brings up to date sections 
covering the Prudent Man Rule and 
other reference data useful to trust 
officers. 













Pointing to the recognition for co- 
operation and mutual understanding ex- 
isting between leaders in the banking 
field on the one hand and top executives 











in finance companies and the life insur- 
ance institutions on the other, the fund 
group emphasizes that the booklet’s pur- 
pose is “to explore the mutual benefits 
to be derived from a similar relationship 
between investment companies and 
banks and trust companies.” In the first 
instance it is explained how investment 
companies can be an aid for the small 
trust department. This is of special sig- 
nificance today with the general accept- 
ance of the prudent man rule and the 
increasing trend to common stock in- 
vestment. Diversification therefore as- 
sumes added importance. The logical 
sequitur then is the high cost of research 
but, queries the booklet, “How many 
trust departments can afford a profes- 
sional staff of security analysts?” Fur- 
ther, the association claims that the in- 
vestment company has advantages over 
the common trust fund on the termina- 
tion of a trust or in settlement of an 
estate. 

Another major headache that can be 
solved, according to the booklet, is that 
presented by the inexperienced investor 
of moderate means seeking bank officers’ 
advice about common stock investments. 
Advice seldom leads to profitable trust 
business under the circumstances, and 
the bank rarely gains anything, but can 
lose a great deal. Lastly, emphasis is 
placed on the excellent collateral for 
loans provided by fund shares. Copies 
of the booklet can be obtained from the 
Association at 61 Broadway, New York. 
Price is 25 cents per copy. 


A A A 


NorTH CAROLINA TRUST EARNINGS 


Trust department earnings for all 
state banks in North Carolina amounted 
to $2,839,374 in 1958 compared with 
$2,472,292 the preceding year, as re- 
ported by Ben R. Roberts, Commissioner 
of Banks. Most of these earnings derived 
from five banks with deposit liability of 
$50,000,000 and over which had aggre- 
gate trust department earnings in 1958 
of $2,428,739. 
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Kokomo Bank Pleased With 
Doctors’ Investment Seminar 


Twenty-two doctors accepted the in- 
vitation of First National Bank, Ko- 
komo, Ind., to attend a seven week 
seminar on investments. Many of the 
doctors’ wives also attended regularly, 
as did thirteen of the bank’s officers. 

The program was carried out last 
Spring as a result of the many invest- 
ment inquiries constantly received by 
the bank. Mr. L. C. Dilatush, vice presi- 
dent and trust officer of Merchants Na- 
tional Bank & Trust Co., Indianapolis, 
who acted as moderator and advisor, 
was assisted by officers of the Indian- 
apolis bank and special lecturers on tax 
accounting and the services of brokers. 
The topics covered included types of in- 
vestments and the function of each, the 
mechanics of investing, accounting, and 
the basic problems related to wills, 
trusts, retirement planning and the pro- 
tection of the family at the time of 
death. 

Besides the valuable associations 
formed, the course would have been 
worth while, according to senior vice 
president Donald B. Smith, Jr., “if the 
doctors have learned to avoid unfortun- 
ate financial entanglements with un- 
known stock operators.” 
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THE 
JOHNSTON 
MUTUAL 
FUND INC. 


An investment in a cross 
section of American 
business and industry. 


Shares may be purchased at 
net asset value. There is no 
sales load or commission. 


Accumulation Plan Available. 


Mail coupon for 
free Prospectus. 








The Johnston Mutual Fund Inc. ! 
247 Park Ave., Dept. A 
New York 17, N. Y. 
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Where 
the Unusual 
IS 
Expected 


Although stocks and bonds are today’s most widely held invest- 
ments, estates are seldom composed wholly of such liquid assets. 
‘The uncommon element may be a collection of stamps or 
paintings; it may be a closely held business to be continued — 
profitably. There may be unusual tax problems, or real estate 
that calls for special skill in creating a market. 
The Trust Company is amply qualified to take the unusual 


in stride and cope with it to your family’s advantage. 


Unitep States Trust Company 


or New York 
45 Wall Street, New York 5, New York 





FOREIGN OPERATIONS OF U.S. CORPORATIONS 


Compendium from Annual Reports — Part 4 


IVERSIFICATION OF INVESTMENT 
D portfolios has long been recognized 
as a sound policy for blending safety of 
principal with opportunity for good in- 
a come. The same is apparently becoming 
widely recognized as sound policy by 
the thousands of companies whose prod- 
ucts are affected by conditions in ithe 
import-export markets. To get a line on 
which ones are establishing production 
facilities abroad — both to protect their 
domestic market and to take advantage 
of the blossoming opportunities in free- 
world development — the editors con- 
tinue this compendium, which brings to 
146 the number of U. S. companies 
whose foreign data are cited. These ex- 
clude Canada, where subsidiaries have 
long been established by hundreds of 
our leading corporations. See Newso- 
rama comments, page 816. 


PHILIP MORRIS, INC. 


Overseas Division now has operating 
subsidiaries in England, Australia and 
Canada, and an option to buy control of 
a cigarette manufacturing company in 
Venezuela ... Royalty arrangements are 
in effect in the Philippines, Switzerland, 
Panama and other countries. All foreign 
subsidiaries and affiliates showed sub- 
stantial sales increases. 


NATIONAL BISCUIT CO. 


Nabisco Foods (England) made prog- 
ress on a number of fronts. A major ad- 
dition to production facilities is nearing 
completion . . . Operations of Nabisco- 
La Favorita, C.A. (Venezuela) were 
highlighted by introduction of several 
varieties. Nabisco-Famosa, S.A. (Mex- 
ico) is expanding its line of products. 


NATIONAL CASH REGISTER CO. 


A new sales record in overseas opera- 
tions was set for the 138th successive 
year. Over a ten-year period overseas 
Sales have practically tripled. 

Businessmen overseas are faced with 
the same necessity to mechanize records 
which exists in the United States. This 
favorable background would have meant 
little to the Company, however, if ade- 
quate overseas manufacturing facilities 
had not been available . . . Approximate- 
ly 65% of the National equipment sold 
Overseas in 1958 was built in overseas 
factories .. . a new building was added 
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at Augsburg factory and manufacturing 
operations begun at Sao Paulo. We now 
have factories in United Kingdom, Ger- 
many, Switzerland, France, Sweden, 
Japan and Brazil. Each is manufactur- 
ing for a substantial home market and 
for export. 

Net investment in Foreign Subsidi- 
aries: 
Great Britain and Common- 

wealth - $10,240,683 
Latin America $ 2,681,609 
Cont’] Europe - _.$ 4,050,926 
Others $ 1,953,098 


NATIONAL DAIRY PRODUCTS CORP. 


In overseas markets, we experienced 
another year of increased business. The 
operation throughout the British Isles 
continued sound growth and added facili- 
ties at Liverpool. In West Germany, we 
continued to develop our distribution to 
move products more efficiently from our 
plant near Hamburg. 

The Australian business moved ahead 
... To extend our manufacturing facil- 
ities in New Zealand, construction was 
started in 1958 on a plant at Auckland. 

Combined net sales of unconsolidated 
overseas subsidiaries increased to $97,- 
141,000. Earnings were lower, due to con- 
tinued expenses connected with putting 
the plants built during the last few 
years into efficient production; strength- 
ening sales and distributing organiza- 
tions, and introducing new products. 
Equity in foreign profits for 1958 


amounted to $1,801,000. We received divi- 
dends of $1,890,000 from overseas sub- 
sidiaries. 


NATIONAL LEAD CO. 


Subsidiaries carry on operations in a 
number of foreign countries including 
Argentina, Australia, Belgium, Canada, 
Cuba, France, Great Britain, Mexico, 
Norway, Panama, Peru, Philippines, The 
Netherlands, Venezuela and West Ger- 
many. Increased business was experi- 
enced in Canada,’ Europe and South 
America, while there was some reduc- 
tion in Australia... expanded in Argen- 
tina by acquisition of Industrias Deri- 
plom S.R.L., a producer of lead oxides 

. . acquired controlling interest in a 
Belgian producer of titanium pigment. 
The increased capacity will augment the 
very substantial production of the plant 
at Leverkusen, West Germany. 

In 1958, acquired additional and con- 
trolling interest in Baritina de Vene- 
zuela, S.A. which operates two barytes 
processing plants. Early in 1959, made 
arrangements to acquire half ownership 
in Baroid-Maffei, S.p.A., an Italian com- 
pany which produces oil-well drilling 
materials. An additional ilmenite opera- 
tion, consisting of a mine and a mill is 
being developed and constructed in Nor- 
way. During 1958, completed a barytes 
processing plant in Trinidad. 

Operation of Zinnwerke Wilhelmsburg 
G.m.b.H., progressed satisfactorily. This 
concern, at Hamburg, is engaged in 


Children from orphanage gather around newly installed Pepsi-Cola cooler in Mexico City. 
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smelting of secondary metals and pro- 
duction of copper refinery shapes. 
Total sales of the major unconsolidated 
subsidiaries approximated $116,000,000 
for the latest twelve-months. Equity in 
combined net income approximately 
$6,700,000 and dividends received $4,- 
518,007. 


NORTH AMERICAN AVIATION, INC. 


North American and Demag A.G., one 
of West Germany’s largest heavy manu- 
facturers, jointly own Interatom, Atom- 
reaktorbau G.m.b.H., a German com- 
pany formed in 1957, to carry on nuclear 
reactor work in Europe. 


NORWICH PHARMACAL CO. 


All subsidiaries were on a profitable 
basis for the past year. During 1958, a 
Brazilian subsidiary was formed, join- 
ing existing subsidiaries in Mexico and 
Panama in service to Central and South 


America. Royalties from foreign li- 
censees increased some 50% over 1957, 
and license arrangements have been ex- 
tended to include Turkey and Spain. 


OLIN MATHIESON CHEMICAL CORP. 


Profits from overseas operations, on 
a consolidated basis, slightly lower than 
in 1957 ...A paper mill in Brazil ac- 
quired early in the year has been con- 
verted into the first integrated producer 
of kraft paper in that country. A new 
pharmaceutical laboratory is being built 


AREA RESOURCES 
BOOK 


New book explains why the 
area we serve offers so much 
opportunity to industry. 
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in England for Squibb, Ltd., and further 
expansion of operations by other affiliates 
in Europe is taking place. 

In the Orient, Winchester flashlights 
and batteries are being manufactured in 
Hong Kong, and will now supply a sub- 
stantial portion of the International Di- 
vision’s requirements, replacing the li- 
quidated battery facilities in New 
Haven. Olin Mathieson now has subsidi- 
aries, affiliated companies or manufactur- 
ing licensees in 31 foreign countries. 

Subsequent to Guinea’s independence, 
West Germany’s principal aluminum pro- 
ducer, Vereinigte Aluminium-Werke, ac- 
quired from the Corporation a 5% inter- 
est in the Fria (bauxite and alumina) 
project (in Guinea). 

Dividends and royalties from foreign 
subsidiaries and affiliates were $3,670,- 
085 in ’58 ($3,553,608 in ’57); undistri- 
buted earnings were $.3 million in 1958, 
$2.5 million in ’57. 


OTIS ELEVATOR CO. 


Dividends from operations in foreign 
countries increased 9.6% and total net 
income after taxes increased 17% for 
the second consecutive year and equalled 
$4.20 per share. 

International operations were carried 
on by 18 subsidiaries and associates in 
the following countries, in addition to 
branches in the Far East, Bermuda and 
Latin America: Australia, Belgium, 
Brazil, Egypt, France, Germany, India, 
Italy, Japan, Mexico, Netherlands, New 
Zealand, Portugal, South Africa, United 
Kingdom, 

Total contracts booked by these com- 
panies for elevators, escalators, service 
and industrial work increased 3% over 
1957 and amounted to $90,286,100 after 
allowing approximately $3,757,000 for 
currency depreciation. Expected that con- 
tracts booked in 1959 will exceed 1958. 

. also increased investment in India, 
Mexico and the United Kingdom by 
$1,537,572 ,so that’ investment in sub- 
sidiaries operating in foreign countries 
totals $11,918,410. Equity in net assets 
of foreign subsidiaries amounted to 


New plant of Outboard Marine Corp. at Bruges, Belgium. 






$30,553,533 at the beginning of 195% 
$20,172,695 greater than the balane 
sheet investment. Dividends from thes 
subsidiaries totaled $4,294,935, compared 
with $3,919,640 in 1957. 


OUTBOARD MARINE CORP. 


Operations commenced in the new plant 


at Bruges, Belgium. The full range of J 


1959 Johnson and Evinrude outboard 
models now is being produced and it is 
anticipated that other products will be 
added. 


OWENS-ILLINOIS GLASS CO. 


Two subsidiaries began operation of 
new glass container factories in Cuba 
and Venezuela. A third factory, in 
Colombia, has been acquired and will 
become operational after installation of 
modern equipment. Initial production 
confined to glass containers with prob- 
ability that table glassware and plastic 
products will be produced at some future 
time, 

Net assets of subsidiaries organized in 
1956 in Panama, Cuba, Venezuela and 
the Bahamas amounted to $17,819,711. 
The foreign subsidiaries have paid n0 
dividends. 


PARKE, DAVIS & CO. 


Dedicated our new laboratories in 
Colombia ... In recent months laboratory 
sites have been purchased in various 
European countries, and arrangements 
completed to expand manufacturing fa- 
cilities overseas. Results of operations 
overseas were quite satisfactory, but 
sales and earnings would have been con- 
siderably greater had we not suffered 
severe write-downs due to depreciation 
of several South American cvrencies- 
Parke-Davis was one of the first Amer- 
ican companies to make systematic ef 
forts to expand its operations to other 
areas of the world; begun in 1891 ™ 
Canada and a British branch in London, 
was established . . . Land has been pul 
chased for a new manufacturing labor- 
atory on outskirts of Buenos Aires. Vol- 
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ume of sales is overtaxing production 
capacity there. In Brazil, extensive addi- 
tions are being made. New buildings are 
under construction both in Bombay and 
Johannesburg. Land has been purchased 
near Brussels for branch established in 
1953. For the first time our products will 
be manufactured in Germany. A manu- 
facturing operation in Rome will be 
transferred to the outskirts of Milan. 
Plans are being laid for further devel- 
opment in Spain. (Other manufacturing 
laboratories are located in Turkey, the 
Philippines, Australia, Chile, Uruguay, 
Venezuela, Mexico and Cuba.) 

Total net assets outside the United 
States and Canada were $28,260,000 in 
1958. 


PENNSALT CHEMICALS CORP. 


Earnings of our overseas operations 
were limited during the year by start-up 
costs of the new chlor-caustic plant in 
Mexico, and fall-off of steel production in 
the United States which adversely af- 
fected the sale of fluorspar from our 
Mexican mine. New chlor-caustic plant 


Mat Santa Clara, near Mexico City; in- 


stallation of a new crushing mill to per- 
mit more economical operations at the 
fluorspar mine in San Luis Potosi; and 
establishment of operations in the Euro- 
pean Common Market. 


PEPSI-COLA CO. 


On the international front in 1958, 16 
new plants were opened in 9 countries, 
including Mexico, Brazil, Germany (3), 
Norway, Spain, Libya, Union of South 


a Africa (2), Southern Rhodesia and Aus- 
mtralia (5) .. 
dare open in countries such as Honduras, 
4 Mexico, 


. This year 30 new plants 


Chile, Venezuela, Ghana, Ger- 
many, Spain, Iran, New Zealand, Suri- 
nam, Argentina, Balearic Islands, Cy- 


jprus, Spanish Guinea, Belgian Congo, 


| Senegal, Nigeria, Union of South Africa, 
Burma, Vietnam, and Tasmania ‘ 
i Over 300 bottling plants outside the U. S, 
on all continents by end of 1959... In 


) last ten years sales of Pepsi-Cola eter 


}national have grown over 600% 

| Plants in South Africa reduced seasonal 
}variations in income because these lie 
"below the equator where seasons reverse 
»those north of that line. 

| Total assets of consolidated foreign 
subsidiaries (other than Canadian) were 


$16,340,378 in 1958. 


PFAUDLER PERMUTIT INC. 


Decline of 16% in earnings would have 





| been 30% had not the undistributed net 


/¢arnings of our wholly-owned German 
) subsii diary, Pfaudler-Werke, A.G., been 
Hincluded .. . Share in earnings of all 
fore gn subsidiaries and associated com- 
om ’S totalled $1.87 per share compared 
With $1.08 in 1957. Of these $.58 and 
($.39 per share (respectively) was re- 
| ceiv: ‘d in commissions, fees and divi- 
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INTERNATIONAL DIV. woe FOeS canst: "e 
4 Permutit Permutit Permutit 
Total Sales of Foreign Total Share Total Share Share 
Companies: 
German (100% owned) _.. $4,712,262 $4,712,262 $ 899,998 $ 899,998 424 
British (50% owned) _.... 2,234,893 1,117,447 1,592,590 796,295 40 
Japanese (3344% owned) — 2,236,955 745,652 None — — 
Mexican (85% owned) _— 615,044 522,788 None — — 
Total $9,799,154 $7,098,149 $2,492,588 $1,696,293 318 
Net Worth of For. Companies $2,556,110 $1,930,254 $ 615,589 $ 506,534 281 
Income from For. Sources — — $ 673,287 — $ 73,158 820 





dends. Undistributed earnings of Pfaud- 
ler-Werke, A. G. accounted for $.74 and 
$.37 per share respectively. 


CHAS. PFIZER & CO. 


At the start of 1951 there was not a 
single Pfizer employee, not a single sales 
branch, not a single Pfizer product being 
produced, packaged, or labeled outside 
the U. S. Today there are some 7,000 
Pfizer International employees of more 
than 50 nationalities working in five 
autonomous areas embracing the entire 
non-Communist world. Pfizer products 
are manufactured in 19 countries. In 
1958 international sales amounted to 
more than $85,000,000. 

The new fermentation and pharma- 
ceutical plant now under construction in 
Brazil is one of the Company’s most ex- 
tensive single projects, matched only by 
the new construction in Argentina. Mod- 
ern production facilities are now operat- 





ing in Chile and construction well under 
way on a new plant in Colombia. 

From Mexico, where vital new ma- 
terials are flowing from another recently 
opened plant, to Australia, where plans 
for new facilities are well under way, 
products for raising beef and egg pro- 
duction and fighting animal and crop 
diseases are being made available .. . 

Pfizer has in less than a decade estab- 
lished extensive manufacturing opera- 
tions in Japan and the Philippines... 
acquired production facilities of the 
Dumex companies in India, Ceylon and 
Pakistan... 

Manufacture of Pfizer products in Bel- 
gium was steadily expanded, and Pfizer 
Belgium functions as a key distribution 
center for three continents. In France, 
with French associates, Pfizer set up a 
fermentation plant . . . Manufacture of 
the Company’s products in West Ger- 
many and Italy .. . further established 
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Pfizer as a part of the fabric of the Com- 
mon Market . . also manufacturing 
medicinal chemicals and pharmaceuticals 
in England since 1953. The facilities at 
Sandwich have been expanded to double 
fermentation capacity and include a new 
steroid plant, a polio vaccine plant, and 
research and development facilities. To 
supplement chemical production Pfizer 
acquired Kemball, Bishop & Co., Ltd. of 
London. Pfizer products are (also) manu- 


factured in: Australia, Ceylon, Chile, 
India, Pakistan, Spain, Sweden and 
Turkey. 


PHILCO CORP. 


Phileco International marked another 
successful year through its exports, man- 
ufacturing subsidiaries abroad and li- 
censees of subsidiary in Switzerland. In 
addition to imports from the United 
States, many of the Company’s nearly 
200 distributors abroad also imported 
Philco products from overseas subsi- 
diaries and licensees. First production in 
New Zealand of transistorized radios. 


PHILLIPS PETROLEUM CO. 


Phillips has half interest in a project 
under way to build and operate a carbon 
black plant in France to make the more 
important types used by manufacturers 
of tires and other rubber products. 


PITNEY BOWES, INC. 


Plan to set up an International Divi- 
sion to do more manufacturing abroad. 
New equipment will enable us to meet 
the market requirements of many foreign 
countries in which we have previously 
had only modest sales. These long-range 
plans represent an expenditure not likely 
to produce any immediate increases in 
either gross income or profits, but we 


are confident the investment will even- 
tually prove profitable. 

Universal Postal Frankers, Ltd., Brit- 
ish subsidiary (65% common stock own- 
ership) produced a record volume of 
business in 1958. Dividends and inter- 
est received from U.P.F. amounted to 
$47,732, compared with $50,056 in 1957. 
Special expenses incurred introducing a 
new model postage meter for the Com- 
monwealth market. 


PITTSBURGH PLATE GLASS CO. 


As our costs have risen so have im- 
ports of competing glass from Europe, 
Japan, and elsewhere abroad, Declining 
tariffs have not helped. The Company 
found itself squeezed between labor’s 
upward pressures on costs and customers’ 
downward pressures on prices... 

A new wholly-owned subsidiary, Pitts- 
burgh Plate Glass International S.A., 
(Swiss) was established in 1958. The 
growing industrialization and increasing 
significance of markets abroad suggested 
concentration in one organization of all 
the skills and functions requisite to in- 
ternational trade, investments, and ex- 
ploitation of intangible properties’. . . 
An important branch is beginning opera- 
tions at Havana. International looks for- 
ward to producing abroad some of the 
products produced by the parent com- 
pany in the United States. 

The Company also has interests in 
several European and Central and South 
American paint, glass and chemical con- 
cerns .. . . Investments in foreign sub- 
sidiaries not consolidated were $5,957,- 
690 in 1958 compared with $4,699,211 in 
1957. 


PROCTER & GAMBLE CO. 


Good progress also has been made in 
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Senoritas working on assembly line in RCA 
Espanola, Madrid. 


Overseas operation. We established broad 
operations in Italy for the first time. 
Tide, Camay, and Spic and Span were 
introduced throughout Italy ... 


We now have an important volume of ) 
production and major marketing opera- | 


tions in seven countries outside the 
United States and Canada: Great Brit- 
ain, France, Belgium, Italy, the Philip- 
pines, Mexico and Venezuela. 

Consolidated financial statements in- 
clude net assets and earnings of sub- 
sidiaries operating abroad as follows: 
net assets — 1959, $103,236,202; 1958, 
$92,107,446; net earnings — 1959, $17, 
039,801; 1958, $13,128,615. 


RADIO CORPORATION OF AMERICA 


Cash dividends from wholly-owned for- © 


eign subsidiaries, located in Argentina, 
Australia, Brazil, Canada, Cuba, Eng- 
land, Japan, Mexico, Switzerland and 
Venezuela, were $492,260. Product and 
service sales of $57,088,460 by these sub- 
sidiaries during 1958 resulted, after ad- 
justments for exchange and conversion, 
in a net profit of $236,454. At December 
31, 1958 net assets exceeded the RCA 
carrying value by $10,997,000. 


REXALL DRUG CO. 


Carnegies of England, manufacturer of 
pharmaceutical chemicals, was purchased 
in January, 1959. This broadens the base 
of technical competence of our growing 


and profitable Riker Laboratories and 


provides the vehicle for strengthening 
our research establishment outside of the 
United States ... Riker companies (pre- 
scription pharmaceuticals) in England, 


Australia and South Africa 1958 sales | 


exceeded those for any previous year. 
Riker Laboratories, Ltd. in England has 
outgrown its facilities. Plans have been 
drawn to provide additional space. 


REYNOLDS METALS CO. 


British Aluminium (jointly é' 
with Tube Investment, Ltd.) has an m- 
terest in bauxite mines in France and 
Ghana, and operates several alumina and 
reduction plants of relatively small ca- 
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acity in the United Kingdam, and vari- 
us fabricating plants producing sheet, 
plate, extrusions, bar, powder and paste, 
nd castings. In addition, owns a sub- 
tantial interest in two small reduction 
‘plants in Norway and in companies that 


Mabricate products in Great Britain, 


Australia and India. Sales of the com- 


| 1957. 

; 

| Free world aluminum markets ovtside 
the United States continue to grow in 


.. * . 
size and importance. Consumption ex- 


Hpanded from 430,000 tons in 1946 to 
41,600,000 tons in 1957, compared with 


; |r from 800,000 to 1,900,000 tons 


in the United States. 

Reynolds International, Ine. (sub- 
isidiary) owns 51% or more of the out- 
standing common stock of various alumi- 


a | 


jnum fabricating companies in Canada, 
‘the Philippines, Mexico, Colombia and 


' Cuba and (49%) in a fabricating com- 
"pany in Great Britain (Reynolds T.I. 
‘Aluminum). Combined sales in 1958 ex- 
ceeded $41,000,000, of which $2,200,000 
lis included in the Company consolidated 
i report. 

' During 1958, Tube Investments and 
) Reynolds International acquired approxi- 
j mately 25% of the stock of Venesta Ltd. 
‘This company produces and sells alumi- 
inum foil and plywood products, with 


———— 


x Pattern of trade in semi-fabricated aluminum products (from report of Reynolds Metals Co.) 


operating facilities and sales outlets in 
various areas of the world. Sales of 
Vanesta for the year reported at ap- 
proximately $37,000,000. 

Amounts included in consolidated bal- 
ance sheet for foreign assets and lia- 
bilities were approximately $74,500,000 
and $11,000,000 respectively, at Decem- 
ber 31, 1958. 


RHEEM MANUFACTURING CO. 


Sales of Rheem products manufactured 
abroad amounted to $35,000,000 in 1958, 
compared with $34,000,000 the previous 
year. 

Growth of international activities (is) 
mainly through equity participation. The 
Company follows a practice of reinvest- 
ing a high share of earnings in the 
growth of local operations, also encour- 
ages exchanges of management, produc- 
tion and technical skills. 

A practical result was formation last 
year of Rheem Safim in Italy. Making 
steel shipping containers, water heaters 
and highway guard rails, Rheem and 
Safim each will have a 50% interest. A 
wholly owned subsidiary, Rheem New 
Zealand Ltd., was formed for production 
of steel shipping containers. 

Manufacturing in Brazil of Rheem 
warm air furnaces for central heating 
installations is expected to start in 1960. 
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Utility service by tax-paying, 
publicly-regulated companies 
made this dividend possible. 


August 28, 1959 
SERVING THE MIDDLE SOUTH 


Arkansas Power & Light Company 
Louisiana Power & Light Company 
Mississippi Power & Light Company 
New Orleans Public Service Inc. 


DIVIDEND NOTICE 
MIDDLE SOUTH UTILITIES, INC. 


The Board of Directors has this day de- 
clared a dividend of 47'2¢ per share on 
the Common Stock, payable October 1, 
1959, to stockholders of record at the 
close of business September 10, 1959. 


D. J. WINFIELD 


Treasurer 
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ALLEGHENY LUDLUM STEEL 
CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of 

Directors of Allegheny Ludlum Steel 

Corporation held today, July 31, 

[NL 1959, a dividend of fifty cents (50¢) 

per share was declared on the Com- 

mon Stock of the Corporation, pay- 

able September 30, 1959, to share- 

owners of record at the close of business on 
September 11, 1959. 


S. A. McCASKEY, Jr. 
Secretary 

















BALTIMORE GAS AND 
ELECTRIC COMPANY 


Serving one of America’s 
Great Industrial Centers 


QUARTERLY DIVIDENDS 


Dividends of 50 cents a share (previously 
45 cents a share) on the Common Stock; 
$1.12% a share on the 442% Preferred 
Stock, Series B; and $1.00 a share on the 
4% Preferred Stock, Series C, have been 
declared for the quarter ending Septem- 
ber 30, 1959, all payable October 1, 
1959, to holders of record at the close 
of business on September 15, 1959. 


J. THEODORE WOLFE, President 


Dividends paid on the Common Stock continuously 
since 1910—always earned—never reduced. 











Atlas Corporation 
33 Pine Street, New York 5, N. Y. 


Stock Dividend Declared 
on the Common Stock 


Directors of Atlas Corporation 
have declared a 5% dividend 
on the outstanding Common 
Stock payable in Common 
Stock on October 15, 1959 to 
stockholders of record at the 
close of business September 15, 
1959. 


Stockholders receiving a 
fractional share interest will 
have until November 15, 1959 
to sell the same or to acquire 
an additional fractional share 
interest to make up a full 
share. 

Stockholders may at any 
time prior to close of business 
November 15, 1959 sell to the 
Company up to 15 shares of 
the stock so received as a divi- 
dend without incurring broker- 
age and similar selling expense. 


WALTER G. CLINCHY, 
Treasurer 
August 25, 1959 








Atlas Corporation 
33 Pine Street, New York 5, N.Y. 


Dividend No. 13 


on 5% Cum. Preferred Stock 





e Regular quarterly of 25¢ per 
share 
e Payable September 15, 1959 
e Record September 4, 1959 
WALTER G. CLINcHy, 


Treasurer 
August 25, 1959 




















Rheem Metalurgica S.A., affiliated com- 
pany with plants at Rio de Janeiro and 
Sao Paulo, makes gas kitchen ranges, 
steel shipping containers, steel pipes and 
other products. The Venezuelan company 
in which Rheem has an investment be- 
gan making steel shipping containers, 
and the Philippine and Argentine com- 
panies added facilities for production of 
pails. 

In England, formed Solartron-Rheem 
Ltd., a research and development firm, 
in association with The Solartron Elec- 





Southern California 


Edison Company 


DIVIDENDS 


The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 201 
65 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 

Dividend No. 50 

27 cents per share. 


The above dividends are pay- 
able September 30, 1959, to 
stockholders of record Sep- 
tember 5. Checks will be 
mailed from the Company's 
office in Los Angeles, Sep- 
tember 30. 


P, C, HALE, Treasurer 


‘ August 20, 1959 





tronic Group. Other plans for future 
international activity include the possi- 
bilities of new operations in Africa and 
the Middle East, and expanding opera- 
tions in South America. 

Dividends from foreign subsidiary and 
affiliated companies were $445,562 in 
1958; $399,669 in 1957. 


ROBERTSHAW-FULTON CONTROLS 
co. 


Investments in and advances to un- 
consolidated foreign subsidiaries (in 
Canada and Australia) and associated 
company (in Germany) were $505,671 at 
December 31, 1958. 


ROCKWELL-STANDARD CORP. 


Development of foreign business con- 
tinued rapidly and 1959 and 1960 should 
see some marked results from these in- 
vestments and licensing. 

We are most confident of growing fu- 
ture revenues in the foreign field, par- 
ticularly Brazil, India, and Germany 
where our licensees are poised upon the 
edge of substantial production, having 
in 1958 taken great steps in preparation 
of manufacturing facilities and tooling. 


ROYAL McBEE CORP. 


The production schedules of our 
principal overseas manufacturing sub- 
sidiary, Royal McBee Nederland ,N.V., 
have been increased substantially, for- 
eign subsidiaries operated at a profit 
last year, and it is anticipated will make 
a material contribution to earnings of 
the parent company. (1959 fiscal year.) 

Preparations for accelerated growth 
in international business were made 
with the transfer of all the Corpora- 
tion’s foreign sales and manufacturing 
operations, except Canada, to new sub- 
sidiary, Royal McBee International Inc., 
at Geneva. 


ST. REGIS PAPER CO. 


Acquired interests in additional manu- 
facturing operations overseas; purchased 
half ownership in three plants in the 
Union of South Africa producing cor- 
rugated, folding and set-up boxes; made 
initial investment in a kraft paper mill 
in Brazil to assure further the raw ma- 











| 150TH 


FINANCIAL 


CORPORATION 





DIVIDEND 


A quarterly dividend of $0.65 
per share in cash has been 
declared on the Common 
Stock of C. I. T. Frnanciat 
Corporation, payable Octo- 
ber 1, 1959, to stockholders 
of record at the close of busi- 
ness September 10, 1959. 
The transfer books will not 
close. Checks will be mailed. 

C. Joun Kunn, 


August 27, 1959. Treasurer 











terial supply of its two Brazilian mult. 
wall bag plants . . . Business in multi. 
wall bags manufactured by overseas gub. 
sidiaries held at high levels. The opera. 
tion in Belgium had somewhat smaller 
sales. The Argentine plant at Buenos 
Aires increased sales moderately. The 
Brazilian plants increased sales sub. 
stantially and the Recife plant is being 
doubled in size. 

Equities in net assets of subsidiaries 


—_ 








CF 


THE DAYTON POWER 
AND LIGHT COMPANY 


DAYTON, OHIO 
148th Common Dividend 


The Board of Directors has declared 
a regular quarterly dividend of 60c 
per share on the Common Stock of 
the Company, payable on Septem- 
ber 1, 1959 to stockholders of record 
at the close of business on August 
17, 1959. 


GEORGE SELLERS, Secretary 
August 7, 1959 

















KENNECOTT COPPER 
CORPORATION 


161 East 42d Street, New York, N.Y. 

August 21, 1959 
At the meeting of the Board of 
Directors of Kennecott Copper Cor- 
poration held today, a cash distri- 
bution of $1.50 per share was de- 
clared, payable on September 24, 
1959, to stockholders of record at 
the close of business on Septem- 
ber 3, 1959. 


PAUL B. JESSUP, Secretary 
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INTERNATIONAL 
SHOE 
COMPANY 


St. Louis 


194TH 
CONSECUTIVE DIVIDEND 
Common Stock 


A quarterly dividend of 45¢ 
per share payable on October 
1, 1959 to stockholders of rec- 
ord at the close of business Sep- 
tember 11, 1959, was declared 
by the Board of Directors. 
ROBERT O. MONNIG 


Vice-President and Treasurer 





September 1, 1959 
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not consolidated include $5,600,000 for 
companies operating in foreign countries 


Jother than Canada. 


SCOTT PAPER CO. 
Scott Overseas Corp. incorporated in 


} Panama primarily as a wholly-owned 


Ee ed 


holding company for foreign investments 
. may acquire interests in additional 
foreign companies and negotiate licens- 
ing arrangements. 
Operations of foreign companies in 
which Scott has a financial interest 


| continue to show encouraging progress. 
| Introduction of Scotties in the United 


Kingdom by Bowater-Scott Corp. Ltd. 
was an outstanding success ... Demand 


; for San Cristobal’s bleached bagasse 


pulp exceeded the increased production 


‘| available. 


' SINGER MANUFACTURING CO. 


The year was one of reduced business 
activity both in the United States and 


Pj abroad . . . We are currently introduc- 
"jing a very low priced, good quality, 
| straight-stitching machine manufactured 
J at factory in Scotland . 
| the cheap Japanese machines which 
‘| have made serious 
)| States and Canadian markets in recent 
| years... 


. . to counter 


inroads in United 
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There were small declines in Europe 


© and in Africa, whereas sales in the Mid- 


> dle East improved ... During the year 
a intensive analysis of our production 
» facilities were carried out and... the 


> industrial sewing machine production 


now carried on at Bridgeport (Conn.) 
will be transferred over a period of years 
to other Singer factories, principally 


' those in Scotland and Germany 
_ Substantial realignments of our produc- 
| tion are essential as a result of chang- 


ing patterns of export trade and com- 
petition, creation of the European Com- 


' mon Market, and the constant necessity 


of improving efficiency. 

Work is going forward for establish- 
ment of a factory near Istanbul which 
will produce household machines from 
components some of which will be manu- 
factured at the Turkish factory or pro- 
duced in Turkey. Plans for expanding as- 
sembly operations in Pakistan to include 
manufacture of some household machine 
components have been deferred, after 
discussions with the Pakistan Govern- 


|} ment, due to the political and economic 


crisis. In India no solution has yet been 
found which would give us an economi- 
cally feasible manufacturing operation 
and meet the views of the Indian Govern- 























' East and other $21. Total: $136. 


| SerremBer 1959 


ment. Nevertheless, we are continuing 
our efforts in this direction. The fac- 
tory in Queretaro, (Mexico) is being ex- 
panded to include manufacture of a 
number of major components presently 
Imported. Net assets outside the United 
States and Canada are (in $ million): 


| Great Britain $24, Latin America $34, 


Continental Europe and Africa $24, Far 


SHERWIN-WILLIAMS CO. 


Securities of subsidiaries not consoli- 
dated include investments of approxi- 
mately $877,000 in Brazil and Argentina. 
Approximate accumulated undistributed 
net incomes: Brazil—$1,896,000; Argen- 
tina—$195,000. 


SMITH KLINE & FRENCH LABORA- 
TORIES 


A noteworthy accomplishment during 





the year was establishment of the Smith 
Kline & French Research Institute in 
England, planned to provide a cross- 
fertilization of British and American 
research ideas and experience. The Com- 
pany’s English subsidiary, SKF Labor- 
atories, Ltd., has construction well un- 
derway on a $3,000,000 building which 
will house facilities for production, ad- 
ministration and research. 
(To be continued) 
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FLOWER POWER CORPORATION 
St. Petersburg, Florida 
August 20, 1959 


The Board of Directors of this Corpo- 
ration has this day declared a dividend 
of eighteen cents (18¢) per share on 
the outstanding Common Stock, pay- 
able September 20, 1959, to stockhold- 
ers of record at the close of business 
September 4, 1959. 


G. F. FOLEY, Treasurer 





























New York, August 19, 1959 


SP Lula Company 


AMERICA’S FIRST TOBACCO MERCHANTS © ESTABLISHED 1760 





Regular quarterly dividend of $1.75 per share on the Pre- 
ferred Stock and regular quarterly dividend of 50¢ per 
share on the outstanding Common Stock of P. Lorillard 
Company have been declared payable October 1, 1959, 
to stockholders of record at the close of business Septem- 
ber 10, 1959. Checks will be mailed. 


G. O. DAVIES, Treasurer. 
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HERE ARE TWO PRINCIPAL LESSONS 
ee be learned from the German ex- 
perience. The first is that currency sta- 
bility can be achieved and preserved 
even under most adverse circumstances. 
The second, even more significant, is 
that a monetary policy, firmly commit- 
ted to currency stability, not only does 
not conflict with a high rate of eco- 
nomic growth but indeed is essential to 
its achievement. Germany’s remarkable 
economic recovery and expansion over 
the past decade was closely linked to 
the restoration and preservation of a 
strong and stable monetary unit. 

In 1955 the German economy was un- 
mistakably headed toward a dangerous 
boom. 

The steps taken by the central bank 
to bridle the inflationary forces proved 
highly unpopular and were severely 
criticized by industrialists, government 
officials, and the public on the grounds 
that they would undermine economic 
growth. On the contrary, as a result of 
the early effort to defend the mark, the 
economy quickly regained its equi- 
‘librium and the basis for continued ex- 
pansion in an orderly manner. 

To the advocates of creeping infla- 
tion, full employment and monetary sta- 
bility are incompatible. 

If full employment should mean that 
the labor force is occupied 100 per cent, 
the law of supply and demand cannot 
function normally in the labor market. 
and there exists, in effect, a state of 
over-employment. 

Under such conditions, employers can 
expand output only by outbidding each 
other for the available work force and 
by drawing workers away from one an- 
other. Labor, in turn, is enabled virtual- 

_ly to dictate its own wages. 

Even at fairly high levels of prosper- 
ity. it is easier to influence or control 
the oscillations in employment and busi- 
ness activity than to bridle a comulative 
inflation which must eventually lead to 
the proverbial bust. Nonetheless, the 
proponents of creeping inflation recom- 
mend yielding to overemployment, con- 
tinually rising wages, and the price-wage 
spiral, while declaring at the same time 
that what they envisage is merely an 
inflation that crawls along at the leisure- 
ly rate of, say, 2 per cent per annum. 

The inflationists have a remedy at 
hand for the sectors that are squeezed 

*These are excerpts from a speech by Dr. Wil- 
helm Vocke, former president of the Bank Deut- 
scher Laender (now Deutsche Bundesbank, central 
bank of the Federal Republic of Germany) report- 


ed in the Financial Times of Montreal, August 21, 
1959. 
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FUTURE OF THE DOLLAR* 


between rising prices and lagging in- 
comes: the escalator clause. This clause, 
which automatically links wages, salar- 
ies, and even some business transac- 
tions to the cost-of-living index or gold, 
was widely used in France, but with 
results that proved far from encourag- 
ing. 

In fact, the escalator clause is merely 
an illusion. When inflation progresses, 
it is satisfactory neither to income re- 
ceivers nor to income payers; mean- 
while the government is forced to inflate 
to an ever greater extent, in order to 
compensate those groups that remain 
unsheltered by the index clause. 

More importantly, the escalator clause 
itself officially discredits the currency 
and therefore intensifies inflation. More- 
over, it clearly reveals that, once the 
currency no longer serves as a stable 
standard of value, a substitute must be 
found. Since stability is essential, the 
absurdity of abandoning a stable stand- 
ard in the first place becomes patently 
obvious. 

All the various adaptations, compen- 
sations, and adjustments io a rising 
price level may well be bearable as long 
as inflation remains within narrow 
limits. But the fact is that inflation is 
progressive and eventually becomes full- 
blown. When the public begins to lose 
faith in the currency and the material- 
value psychosis spreads. 

The reluctance to hold money or fixed- 
interest securities finds expression in 
rapid decline in savings. Wasteful con- 
sumption and misdirected investments 
suddenly become rational actions, com- 
pared with the foolishness of saving 
money that is becoming worthless. 

Stability of the rate of inflation is an 
illusion, for if the public knows there 
will be a creeping inflation of 2 per 
cent per annum, then the 2 per cent 
will be reached not at the end of the 
year, but at the beginning, and the 
pressure for inflation will mount. 

Since inflation is not self-regulating, 
by what method would the advocates of 
creeping inflation continue it to the pre- 
determined limits? One answer is by 
credit policy, including restrictions on 
the volume of borrowing and increases 
in the rediscount rate. 


But the applications of such measures 
would be precisely those which the in- 
flationists had sought to avoid in the 
first place. This means in effect that, 
while the inflationist would not be pre- 
pared to sacrifice full employment to 
monetary stability, he would neverthe- 


less be disposed to sacrifice it for the 
sake of keeping the rate of inflation with. 
in arbitrary limits. The contradictory 
thesis now becomes self-evident. 

We may even go one step further. 
What is really meant by a 2 per cent 
inflation? If it refers to the average 
price level, and not to the prices of jp. 
dividual commodities, say, straw hats 
or the wages of particular workmen op 
the bench, then the statisticians may 
well find that, after they have assembled 
and averaged the prices of all the separ. 
ate commodities, the actual rate of jp. 
flation has surpassed the stipulated max. 
imum. The consequence might then be 
the application of an elaborate network 
of physical controls over individual 
prices and wages. 

Inflation inevitably breeds economic 
controls, regimentation, and moral cor. 
ruption. 


A 

SIDELIGHTS 
(Continued from page 873) 

Treasury which has some $85 billion 
in maturities to roll over in the coming 
twelve months, this abdication of re- 
sponsibility evidences a degree of 
political callousness comparable to a 
doctor stepping over a mangled body to 
enjoy a leisurely dinner before render- 
ing first aid. 

Lack of willingness on the part of 
Congress to face facts leaves the Treasury 
unable to place long bonds and with de- 
mand concentrated in the short and in- 
termediate sectors, necessitous business 
borrowing will add to the strain, which 
has already been reflected in the late 
August rise in bill rates to the highest 
level since spring 1933. Well above the 
current discount rate, this is normally a 
precursor to an upward readjustment 
in both the discount and prime rates. 
For opponents of liberalization to hide 
behind the excuse of “holding the line” 
is ridiculous on its face. 

The results of an inequitable return 
to holders of savings obligations are 
seen in the excess of redemptions over 
new sales since July 1958, placing more 
pressure on Treasury funds. Even these 
patriotic and least sophisticated savers 
have become increasingly aware of the 
financial sacrifices which support of this 
program entails. 

Whether the Treasury would or could 
place long bonds during the period when 
it lacks authority to do so is beside the 
point; the failure to act places Secretary 
Anderson on the spot and contributes 
another bit of evidence to growing 
world opinion that the United States 
either will not or can not protect its 
standard of value. 
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RATHER LONG PERIOD OF UNCER- 
ety has come to an end in Can- 
ada. In the Spring of 1956 the “Blue 
Book” governing “approval” of pension 
plans was withdrawn; followed by over 
three years during which there have 
been no published standards for use in 
drafting a new plan or amending an 
existing one. Then the Canada Gazette 
(our Government publication) of July 
18 set forth Bulletin No. 14 issued by 
the Department of National Revenue. 
In the preface to the preamble appear 
these words: “When considering the 
] application for registration of the fund 
7 or plan under the provisions of section 
1139 (1) (ahh), the Minister will have 
regard to the matters outlined in this 
Bulletin.” 

The new regulations had at last been 
issued although in a somewhat less 
dramatic way than expected. The 
changes can be traced without too much 
difficulty because the “Rules and Regu- 
lations” contained in the old “Blue 
Book” were used as the basis of the 
present Bulletin. 

A new preamble is added which deals 
with the mechanics of registering a pen- 
sion plan under Sections 11 and 76 of 

the Income Tax Act. 


Part 1 — Nature of a Plan: The ori- 
ginal paragraphs (a) and (b) have been 
expanded to include a further paragraph 
| stressing that the purpose of the plan 
must be to provide pensions; not to be 
“a scheme for diversion of profits, or 
an employees’ saving fund with right 
of withdrawal of funds during coverage 


— it must not provide for loan privi- 
leges.” 


Pari 2 — Who May Institute a Plan: 
A new sentence has been added to in- 
} clude industry-wide plans; not because 
they were precluded before but, pre- 
sumaly, to officially recognize this 
hewcr type of pension arrangement. 

Port 3 — Eligibility: This part has 
beer drastically pruned. The seven para- 
graj'is of the “Blue Book” have been 
ted ed to three. In the abridged form 
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PENSION REGULATIONS IN CANADA 


Areas of Friction and Restriction Eliminated 


R. S. WHYTE 


paragraphs (a), (e) and (f) remain 
while (b), (c), (d) and (g) have been 
dropped. The result is that there no 
longer is concern over a plan covering 
all employees of an employer in a uni- 
form way. It is now possible for a 
separate plan to be operated for each 
particular group of employees resulting 
in an employer being permitted to have 
a number of different plans each enjoy- 
ing a registered status. 


Part 4 — Amount of Pension: Here, 
too, references to discrimination — as 
well as the imposition of a maximum — 
have been eliminated. Two new benefit 
formulae have been added to the five 
previously listed. One recognizes serv- 
ice, as such, as a basis for pensions — 
the other accepts the principle of vari- 
able annuities. While pensions based 
on service and variable annuities were 
not previously prohibited in practice 
by the Department — there is now no 
question about their acceptability. 


Part 5 — Past Service Benefits: The 
paragraph prohibiting credit for past 
service while a proprietor or partner 
and to a spouse during such period 
which previously appeared in Part 8 of 
the “Blue Book” has been moved to this 
Part. The limits set down in the former 
paragraph (c) have been left out with 
recourse being made to the simple state- 
ment “the formula for past service bene- 
fits must be stated in the Plan.” Within 
this rather broad limit the employer ap- 
pears to have complete discretion; the 
Department no doubt believing his own 
restraints will in most circumstances be 
sufficient. The previous requirement that 
past service benefits be no more gener- 
ous than future service benefits has been 
eliminated. 


Part 6 — Future Service Contribu- 
tions by Employer: This Part has been 
almost completely re-written. The funda- 
mental changes are these: 


1. failure to make the required 
future service contribution is no 
longer a reason for withdrawing a 
registered status; 

2. to discourage accelerated — or 


Supervisor of Pension Trusts, The Royal Trust Company, Montreal 


over-funding, payments in excess of 

the required amount cannot be carried 

forward for tax purposes; 

3. the only restriction on the em- 
ployer contribution is: (a) $1,500 per 
year per employee if the employer con- 
tributions are stated as a dollar 
amount or; (b) if benefits. are cal- 
culated by another formula, the limits 
imposed by Section 11(i) (g) (ii) of 
the Act and Section 2700 of the In- 
come Tax Regulations (reproduced as 
an Appendix at the end of the Bulle- 
tin) prevail. The appilcation of Sec- 
tion 2700 is not new — but the exam- 
ple and description of its working 
given in the Bulletin help to clarify 
its operation; 

4. the limitations on profit-sharing 
contributions, over and above the 
statutory authority, which were part 
of the “Blue Book” have been re- 
moved. As before the formula must 
be stated in the Plan; 

5. the final paragraph of this re- 
worded Part restricts a profit-shar- 
ing contribution to the employer and 
not a “parent, subsidiary, associated 
or affiliated employer.” 

Part 7 — Terminal Funding: This is 
one of the new Parts. The terminal 
funding payment is limited to the 
amount necessary to provide what is 
called reasonable pensions and must be 
certified to by an actuary each year as 
paid. 

Part 8 — Future Service Contribu- 
tions by Employees (formerly Part 7) : 
Again the restrictions on formula im- 
posed previously by the “Blue Book” 
have been removed. Such contributions 
must still be retained from earnings by 
the employer under a stated formula. 
There remains, naturally, the statutory 
limit holding the total of required and 
voluntary future service contributions 
to $1,500 in any one year. 


Part 9 — Past Service Paymeats by 
Employer (formerly Part 8): Two rou- 
tine changes have been made. To reflect 
the elimination in the Income Tax Act 
of the requirement that not more than 
1/10 of the past service liability or the 
amount actually paid, whichever was 
the lesser, could be claimed in any one 
year, it is only necessary now to state 
in the application for registration how 
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it is proposed to liquidate the past 
service liability. Previously, the cost of 
past service benefits for groups of 25 or 
more had to be discounted for mortal- 
ity. From now on all such costs are to 


be discounted. 


Part 10 — Past Service Contributions 
by Employees (formerly Part 9): The 
former restrictions imposed on volun- 
tary past service contributions by em- 
ployees, not at a greater rate or on 
greater earnings than apply to future 
service, have been dropped. These con- 
tributions must still be related to the 
period of past service and be in accord- 
ance with a formula set out in the Plan. 
The statutory limit of not more than 
$1,500 in any one year applies (in ad- 
dition to $1,500 for future service) with 
the added feature that overpayment in 
a year may be carried forward for pur- 
poses of a tax claim. 

Attention ‘is also drawn to the recent- 
ly enacted Section 11 (1) (i) (iii) of 
the Income Tax Act which permits, as 
an alternative, additional contributions 
for a period when a participant was a 
contributor to the employee’s registered 
pension plan. 

Part 10 of the “Blue Book” dealt with 
the controversial question of vesting. In 
the new Bulletin this Part has been de- 
leted in its entirety. Remaining is only 
the requirement that benefits vest at re- 
tirement; a not unreasonable request. 

Part 11 of the old regulations has 
also been left out. This section was con- 
cerned with Settlements On Severance 
or Death. The arrangements in either 
of these events are left to the discretion 


of the employer. It is understood, how- 
ever, that the favourable tax concessions 
previously permitted spouses and de- 
pendents upon death of the participant 
are still available if provided for in the 
terms of the Plan. 

By deletion of this Part and the 
phraseology of the revised Part 13, the 
annoying requirement that annuities 
could not be taken with a guaranteed 
period in excess of ten years has been 
removed. 


Part II — Payments upon Retirement 
(formerly Part 12): This remains sub- 
stantially as before except that commu- 
tation of a pension, except if under a 
stated minimum, must be supported by 
a statement to the Deputy Minister set- 
ting out the special circumstances war- 
ranting such action. 


Part 12 — Foreign Pension Plans 
(formerly Part 13): The sentence deal- 
ing with discrimination has been left 
out but it is now required that contribu- 
tions be held by either an insurer li- 
censed to do business in Canada or 
Canadian trustees. Mention is made that 
contributions by and on behalf of 
Canadian employees are not to be di- 
verted to or used for the benefit of 
other employees. 


Part 13 — Insured Plans (formerly 
Part 14): Aside from the dropping of 
the requirement that annuities not be 
guaranteed for a period beyond 10 
years, this Part is basically the same 


as ihe old. 


Part 14 — Pension Trust (formerly 
Part 15): This is another Part which 
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has been rather completely re-written 
and at the same time shortened. Its 
first paragraph requires, as before. that 
no benefits may become available to an 
employee except on death, retirement 
or severance. New are the two para. 
graphs which insist that the Trust Deed 
and the pension plan be considered one 
document and any credits received by 
the employer be used to reduce future 
premiums. Under the old regulations, 
such credits could be distributed pro. 
rata amongst the covered employees. 


Part 15 — Funded Trust (formerly 
Part 16): This part has to a consider. 
able extent been re-written. The Plan 
and Trust Agreement must “together 
form the Plan.” Amalgamating the plan 
and the accompanying trust agreement 
has been one of the most insistent re- 
quirements during the three-year period 
when the regulations were being re. 
vised and the new wording is quite pre- 
cise on this point. 

Quinquennial actuarial examinations 
are replaced with “frequent actuarial re- 
views.” 

Solvency as a requirement for con- 
tinuing acceptance is abandoned as is 
the former 10% allowance for surplus. 
Now excess contributions by the em- 
ployer are disallowed as a deduction 
from iaxable corporation income. 

Pooled Funds are recognized officially 
as suitable investment media. 

“Generally,” pension contributions 
must be held by trustees in Canada. 

And finally, restriction of investment 
powers to those permitted under the In- 
surance Act, which has been objected to 
strenuously for years, has been elimi- 
nated. The Bulletin makes no mention of 
investment limitations except for invest- 
ment in securities of the employer. Be- 
cause of their particular interest to trus- 
tees the paragraphs defining investment 
authority are quoted here: 


“No part of the funds of a pension 
plan may be invested in notes, bonds 
or similar obligations of the employer 
company or of any parent, subsidiary 
or associate of the employer company. 
But such funds may be invested in 
shares of the employer company, its 
parent, subsidiary or associate com- 
pany provided: 


(i) such investment does not ex- 
ceed 10% in the number of all the 
issued shares of the company of all 
classes, and 


(ii) i, in the case of an investment 
in preferred shares, a dividend i 
each of the five years immediately pre- 
ceding the date of the investment at 
least equal to the specified annual 
rate upon all of its preferred shares 
was paid, or 

ii. in the case of an investment in 
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common shares of the employer com- 
pany, its parent, subsidiary or asso- 
ciate company a dividend was paid in 
each year of a period of five years 
ended less than one year before the 
date of investment upon its common 
shares of at least four per cent of 
the average value at which the shares 
were carried in the capital stock ac- 
count of the company during the year 
in which the dividend was paid.” 


Part 16 — 


(covers life insurance 


. benefits added as supplement to plan.) 


Part 17 — Discontinuance of Plan 
(formerly Part 19): Paragraph (a) of 


i the old regulations is carried into the 
7 new ones but paragraph (b) which con- 
4 cerns itself with discrimination has dis- 


appeared. 
Part 18 — Transfers: The purpose 


9 of this new Part is to describe the rights 
i previously granted by amendment to 
} the Income Tax Act which authorizes 
7 transfers, without attracting tax, from 
7 one registered pension plan to another 
7 or to a registered retirement savings 


plan. 
Part 19 — Procedure: This new Part 


4 details procedure as to when and how 
9 to communicate with the Department. 


Commentary 


What do these changes mean? 

First of all, the preoccupation of De- 
partmental officials with discrimination 
has been made untenable by removing 
all references to it and, in fact, recog- 
nizing that an employer may register 
more than one pension plan for his per- 
sonnel. Certainly it had become difficult, 
if not impossible, for the Department to 
decide what was and wasn’t discrimina- 
tion. The success of organized labour 
in obtaining particular pension benefits 
for its members — often only a portion 
of the total employees — made it im- 
possible to enforce the older rules 
against what was considered discrimina- 
tion. 

While the statutory limits on contri- 
butions place a fairly severe ceiling on 
benefits, there is more scope now for 
employers to establish separate pension 
plans for senior personnel. 

Elimination of vesting as a considera- 
tion in registering a plan is also an in- 
dication of a more realistic attitude be- 
ing adopted by the Government. 

It is clear that considerably more 
latitude is given employers in devising 
a plan or plans which seem to fit their 
requirements or the demands of their 
employees. With this greater freedom 
18 ore insistance that the Plan set out 
fully the details of the undertaking be- 
tween employees and employer. 

Restrictions on benefits and contri- 
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butions imposed by the Department be- 
yond those required by statute have been 
eliminated. This is another indication 
of the more practical and realistic atti- 
tude being adopted by the Department. 

While there has been some tightening 
up in those areas where experience in- 
dicated a stiffer attitude should be 
taken, Bulletin No. 14 reduces con- 
siderably the extent of the much dis- 
liked “ministerial discretion” in the 
registering of pension plans. The first 
step was taken three years ago when 
the Department stopped “approving” 
plans and commenced “registering” 


them. The new regulations continue this 
trend of more emphasis upon the tax- 
ation aspects of pension plans and less 
upon what is ideally called the public 
interest but what often degrades itself 
into bureaucratic interference and arbi- 
irariness, 

While there will no doubt be pleas for 
greater freedom still, the Bulletin estab- 
lishes a firm base from which employers 
and employees may work, with the most 
serious areas of friction and annoyance- 
discrimination, vesting and unduly re- 
stricted investment powers having been 
eliminated. 





Few Wills Successfully 
Contested 


Only 140 wills were denied probate out 
of over 22,000 filed during 1958 in 13 
cities of the United States, according to 
a survey made public at the annual meet- 
ing of the Probate Attorneys Associa- 
tion (International) held in Miami 
Beach in August. Over two and one- 
half times as many wills filed for probate 
in New York County are contested as are 
on the average in the United States. Chi- 
cago (Cook County) with twice as many 
wills filed for probate in 1958 had fewer 
contested and fewer denied probate than 
did New York. Of the 7,623 wills filed 
for probate in Chicago, only 77 were 
contested and 21 denied probate, whereas 
in New York County with only 3,827 
wills filed for probate, 97 were contested 
and 49 denied probate. However, of these, 
only one was rejected after contest, the 


other 48 being rejected for improper 
execution. 


The conclusion of the survey is that 
the chance of a will being denied probate 
or even contested are slight. Less than 
1% per cent of the wills filed in 1958 
which were included in the survey were 
contested and only % per cent were de- 
nied probate. The survey covered probate 
courts throughout the country. Approxi- 
mately the same percentages were found 
everywhere with such notable excep- 
tions as Tulsa, with 4% per cent of the 
wills filed contested and 2 per cent de- 
nied probate, and New York County 
with 2% per cent of wills contested and 
1-2/10 per cent denied probate. 


Contrary to popular fiction, the Asso- 
ciation concludes, wills are not usually 
the source of a family squabble, and ap- 
parently the testator may feel quite cer- 
tain that the provisions of his will will 
be carried out if properly executed. 
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Randall Heads American Bar 


John D. Randall 
of Cedar Rapids, 
Iowa, was elected 
president of the 
American Bar As- 
sociation at its 
82nd annual meet- 
ing in Miami 
Beach Aug. 24-28. 
He succeeds Ross 
L. Malone, of Roswell, N. M. 

A graduate of the University of Iowa 
Law School, Mr. Randall has been prac- 
ticing law in Cedar Rapids for 35 years. 
His activities in the ABA over the past 
few years include: chairman of the 
House of Delegates, chairman of the 
Unauthorized Practice Committee, and 
representative on the following national 
conference groups — Lawyers and Real- 
tors; Lawyers and Representatives of 
American Bankers Association Trust Di- 
vision; Lawyers and Life Underwriters; 
and Lawyers and Adjusters. He also has 
served as co-chairman of the National 
Conference of Lawyers and Certified 
Public Accountants. 

Whitney North Seymour of New York 
City was designated president-elect for 
the year 1960-61. 





JOHN D. RANDALL 


Schuyler Heads Real Property, 
Probate and Trust Law Section 


Daniel M. Schuy- 
ler of Chicago was 
elevated to the 
chairmanship of 
the American Bar 
Association’s Sec- 
tion of Real Prop- 
erty, Probate and 
Trust Law at the 
annual meeting in 
Miami Beach August 25. He succeeds 
J. Stanley Mullin of Los Angeles. 

Former Trust Law Division Director 
Carl F. Schipper, Jr., of Boston was 
promoted to vice chairman of the Sec- 
tion and is replaced in his former post 
by Harrison F. Durand of New York. 
The other new Division Directors are 
Albert B. Wolfe of Boston (Real Proper- 
ty) and Edward B. Winn of Dallas 
(Probate). Their predecessors, Paul E. 
Basye of Burlingame, Cal., and Joseph 
Pennington Straus of Philadelphia, were 
elected to the Council, governing body 
of the Section, to fill the unexpired 
terms (ending 1962) of Messrs. Wolfe 
and Winn. 

Newly named to the Council for a 
four-year term were Christian M. Laurit- 


DANIEL M. SCHUYLER 
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BROWN BROTHERS HARRIMAN & Co. has served for many 
years as investment adviser to a substantial group of clients 
throughout the United States. 

} Our staff includes specialists experienced in the invest- 
ment problems confronting trustees and other institutional 


We welcome inquiries regarding our program of co- 
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zen, II, of Chicago and Charles A, 
Woods, Jr., of Pittsburgh. 

William R. Dillon of Chicago and P. 
Philip Lacovara of New York were re. 
elected secretary and assistant secretary, 
respectively, while past chairman Joseph 
Trachtman of New York remains as the 
Section’s delegate to the House of Dele. 
gates. 

The proceedings of the Probate and 
Trust Law Divisions will be published 
in the next issue. 


A AA 


A.B.A. Booklet on Lawyer and 
Trust Institution Spheres 


“The Respective Spheres of Lawyers 
and Trust Institutions,” recently pub. 
lished by the Trust Division of the 
American Bankers Association, contains 
the full texts of three significant speeches 
delivered at A.B.A.-sponsored trust con- 
ferences this year. 

Authors of the talks are E. Smythe 
Gambrell, Atlanta attorney and former 
president of the American Bar Associa- 
tion, whose subject is the same as that of 
the booklet; Reese H. Harris, Jr.. execu- 
tive vice president of The Hanover Bank, 
New York, whose title is “The Estate 
Planning Team—lIts Duties and Func- 
tions”; and Charles F. Zukoski, Jr., ex- 
ecutive vice president and trust officer 
First National Bank, Birmingham, whose 
topic is “Relations Between Trust In- 
stitutions and the Bar.” 

Copies of the booklet have been sent 
to members of the Trust Division. Addi- 
tional copies are available at 25c each 
from the Trust Division, American 
Bankers Association, 12 East 36th Street. 
New York 16. 
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1959 Calendar 
Trust & Related Meetings 


Oct. 15-16 — New York State Bankers 
Association Trust Conference, Roches- 
ter 

Oct. 15-16 — Western Trust Conference, 
American Bankers Association, San 
Francisco 

Oct. 21-23 — National Association of 
Supervisors of State Banks, Holly- 
wood Beach, Fla. 

Oct. 25-28 — American Bankers Ass0- 
ciation, Miami Beach 

Nov. 1-5 — Financial Public Relations 
Association, Bal Harbour, Fla. 

Nov. 12-14 — American Bar Association, 
Southern Regional, Memphis 

Nov. 5 & 6 — Mid-Continent Trust Con- 
ference, Detroit 

Nov. 18-19 — New Jersey Bankers AS- 
sociation Trust & Banking Conference, 
Atlantic City 

Nov. 20-21 — Texas Bankers Associa- 
tion, Trust Section, Fort Worth 
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ARKANSAS 


FORT SMITH—At City NATIONAL BANK, W. B. Fitch ad- 
vanced to senior vice president, cashier and trust officer. 






CALIFORNIA 


SAN FRANCISCO—John R. Bromley and Robert L. Marted 
elected asst. trust officers of PAciFIC NATIONAL BANK. 





















COLORADO 


DENVER—First NATIONAL BANK promoted Richard C. 
Dice and Robert I. St. Clair to trust officers; and appointed 
Caleb F. Gates and Lawrence A. Nowell as asst. trust 
officers. 
































FLORIDA 


MELBOURNE—Paul C. Schmitt named supervisor in charge 
of trust affairs for the McNulty Group of ten banks, with 
trust office headquarters at BANK OF MELBOURNE & TRUST 
Co., Melbourne, one of the group. 





























ILLINOIS 


CHICAGO—Peter J. Fisher appointed asst. trust officer at 
CHICAGO CITY BANK & TRUST Co. 

















ELGIN—First NATIONAL BANK appointed Earl] E. Bowman 
as trust officer. Bowman was formerly trust officer and asst. 
vice president at EVANSTON TrRusT & SAVINGS BANK. 
EVERGREEN PARK—First NATIONAL BANK placed Don- 
ald B. Hixson in charge of its new trust department as vice 
president and controller. 

MARSHALL—DULANEY NATIONAL BANK named W. D. 
Burnett as trust officer in charge of its new trust depart- 
ment. 





















































INDIANA 

INDIANAPOLIS—R. Kirby Whyte promoted to vice presi- 
dent in charge of public relations and advertising, INDIANA 
NATIONAL BANK. 

SOUTH BEND—John W. Nickum elected president of 
AMERICAN TRUST Co. succeeding L. L. Matthews who retired 
last January; L. O. Titus continues as operating head of the 
bank and as executive vice president and trust officer. 


















































LOUISIANA 


BATON ROUGE—Byron Plauche joined AMERICAN BANK 
& Trust Co. as vice president and trust officer. He was 
formerly with GUARANTY BANK & Trust Co., Lafayette. 
























MARYLAND 


BALTIMORE—EaQuItTaBLE Trust Co. elected the following 
asst. trust officers: Carter O. Hoffman, Wilbur C. Jensen 
and Robert U. Patterson. 


CUMBERLAND—John J. Robinson, vice president and trust 
officer of LIBERTY TrUsT Co., retired after being with the 
institution since its organization in 
1920. 


































MINNESOTA 


MINNEAPOLIS—MipLanp NATIONAL 
BANK elected William R. Chapman 
president to succeed Arnulf Ueland 
Who advanced to the newly created of- 
fice of chairman. Ueland will continue 
as chief executive officer. 








PauL C. SCHMITT 
Melbourne, Fla. 
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TRUST PERSONNEL CHANGES 





MISSISSIPPI 


LAUREL—George Openshaw, formerly executive vice presi- 
dent and trust officer, First NATIONAL BANK, elected presi- 
dent succeeding McWhorter Beers who became vice chair- 
man; James Rowsey promoted to vice president and asst. 
trust officer. 


MISSOURI 


CLAYTON—Str. Louis County NATIONAL BANK named 
Richard J. Kempland an asst. trust officer. 

KANSAS CITY—At Travers NATIONAL BANK, Charles C. 
Oliver, Jr., named vice president and trust officer. A grad- 
uate of U. of Missouri School of Law, Oliver was a judge 
of Probate Court of Stoddard County, and also was commis- 
sioner of the Probate Court of Jackson County. 


NEW JERSEY 


MORRISTOWN—Robert T. Cassel appointed asst. trust of- 
ficer and assistant secretary of TRUST COMPANY OF MORRIS 
CouNTY, where he has been in charge of the tax division of 
the trust department since 1957. 


NEW YORK 


COOPERSTOW N—Clyde S. Becker promoted to vice presi- 
dent and trust officer at this branch of NATIONAL COMMER- 
CIAL BANK & Trust Co. of Albany, of which he has been 
manager, 


SYRACUSE—Edward F. Beadel joined MARINE MIDLAND 
TRUST Co. OF CENTRAL NEW YoRK as an estate planning 
consultant in the trust department. Graduate of Syracuse 
U. School of Law, Beadel previously served with the Amer- 
ican Surety Co. here for 23 years. 


NORTH CAROLINA 


LUMBERTON—W. A. Roach advanced to senior vice presi- 
dent and trust officer of SOUTHERN NATIONAL BANK. 


RALEIGH—John E, Davenport joined FIrRST-CITIZENS BANK 
& Trust Co. as special trust officer, having resigned as real 
estate attorney for the State Department of Administration. 
Davenport is a graduate of U. of North Carolina. 


OHIO 


CLEVELAND—CLEVELAND TRUST Co. promoted Anthony 
S. Laudani and James D. McKim to asst. trust officers in 
the probate division of the estates department. Both are 
graduates of Western Reserve U. and are members of the 
Ohio Bar. 


TEXAS 


DALLAS—Gilbert T. McLeskey joined EXCHANGE BANK & 
TRUST Co. as vice president and trust officer. He was former- 
ly head of the pension and profit sharing division of the 
trust department of MERCANTILE NATIONAL BANK of this 
city. 


VIRGINIA 


NORFOLK—Griffin B. Deal promoted 
to trust officer, and Ralph H. Park 
named asst. trust officer, at NATIONAL 
BANK OF COMMERCE. 


WISCONSIN 


MILWAUKEE—Donald S. Buzzard, 
an attorney, elected a trust officer of 


EDWARD F. BEADEL 
First WISCONSIN TRUST Co. 


Syracuse 
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EXECUTIVE PLACEMENT 








Individuals seeking positions in trust 

departments may have free listing 

(maximum sia lines). Responses to 

listings should be addressed to the 

Code number shown, care of “Trusts 

and Estates,” for forwarding to ap- 

plicant. 

Accountant—Estate Analyst. Estate 
planning, knowledge fiduciary, estate, 
gift, individual taxes. Seeks position with 
career opportunity. 99-3 

Assistant Trust Officer, 33, thorough 
knowledge all phases administration, 
operations. Strong investments. Desires 
challenging opportunity with progressive 
bank. New England preferred. 98-6 

Trust Officer, head of department, 35, 
with 10 years experience in all phases 
of trust work. BS, BA, Graduate of Rut- 
gers, Trusts major. Seeks position in 
southwest or west. 98-7 

MBA, investments major, 29, desires po- 
sition in portfolio management or as 
securities analyst. Three years exper- 
ience in Pension Dept. of large New 
York City bank. Advancement opportun- 
ities prime factor. Willing to relocate. 
98-8 

Assistant Trust Officer, BBS, 36, with 
5 years commercial banking and 8 years 
trust experience, all phases. Developed 
trust bookkeeping system. Seeks position 
with responsibility, growth potential. 
98-9 





INVESTMENT OFFICER 


New England bank in medium sized city 
with large and growing trust department 
has definite opening for top investment 
officer possessing analytical ability and 
experienced in managing portfolios. Send 
full resume of experience, personal his- 
tory, and salary requirements. 


Box H-99.2, Trusts and Estates 
50 East 42nd St., New York 17 








TRUST OFFICER 


To be major assistant in fast, growing 
department of Southwestern bank. Age 35- 
40. At least five to seven years experience 
in general trust administration required. 
Salary open. 

Box H-99-1, Trusts and Estates 

50 East 42nd St., New York 17 








TRUST OFFICER WANTED 


Trust Department of large Michigan bank 
outside of Detroit has desirable position 
for lawyer with Trust Department experi- 
ence, 35-45, who has initiative and willing- 
ness to take responsibility. In addition to 
experience in the administration of es- 
tates, this position would require a knowl- 
edge of taxes and estate planning, together 
with ability to become part of the com- 
munity and develop new business. Inquir- 
ies confidential. 

Box H-99.-4, Trusts and Estates 

50 East 42nd St., New York 17 
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MERGERS, NEW TRUST POWERS 


Santa Cruz, Cal. — CouNTy BANK has 
been granted permission to conduct a 
trust business. 

New Haven, Conn. — Directors of 
First NEw HAVEN NATIONAL BANK and 
Union & NEW HAVEN TrRusT Co. voted 
to approve consolidation under the name 
of First UNION NEW HAVEN NATIONAL 
BANK. Edward M. Gaillard, president of 
the Trust Company will become board 
chairman and chief executive officer of 
the consolidated bank; Abbott H. Davis, 
board vice chairman; J. Coy Reid, presi- 
dent; Edward G, Armstrong, chairman 
of the executive committee as well as 
head of the combined trust departments, 
which will have funds of approximately 
$325,000,000. 


Champaign, Ill. — TREvITT-MATTIS 
BANKING Co. has established a trust de- 
partment, under the supervision of Herb- 
ert G. Osborn, Jr., vice president. 

South Bend, Ind. — Merger of First 
BANK & TrRusT Co. and St. JOSEPH 
BANK & TrRusT Co. has been approved 
by directors of both, under the name of 
First BANK St. JOSEPH TRUST Co. Rob- 
ert L. Oare, chairman of First Bank, 
is scheduled to be chairman of the 
merged institution. Joseph D. Barnett 
will be president, and Fred J. Helman, 
president of St. Joseph Bank, will be 
executive vice president. The main office 
of the merged bank would be the present 
location of the St. Joseph Bank. 


Ilion & Utica, N. Y. — Stockholders of 
ILION NATIONAL BANK & TRusT Co. and 
MARINE MIDLAND TRUST Co. OF MOHAWK 
VALLEY have approved merger of the 
former into the latter. 


New York, N. Y. — Merger of NEw 
York Trust Co. with CHEMICAL CORN 
EXCHANGE BANK under the name CHEM- 
ICAL BANK NEW YorRK TRUST Co. became 
effective September 9, following the 
necessary approval by state and Federal 
regulatory authorities. The combined 
bank, with resources of more than $4 
billion, will be the third largest in the 
city and fourth in the country, operating 
under the charter of Chemical Bank 
which was founded in 1824. 


Top management of the bank will con- 
sist of Harold H. Helm as chairman; 
Adrian M. Massie, chairman of the Trust 
Committee; Isaac B. Grainger, presi- 
dent; Gilbert H. Perkins, vice chairman, 
and Hulbert S. Aldrich, vice chairman. 

The head office will be at Chemical’s 
main office at 165 Broadway, while the 





HAROLD H. HELM ADRIAN M. MASSIE 





combined Fiduciary division will be head. 
quartered at New York Trust’s main of. 
fice at 100 Broadway. 

White Plains, N. Y. — County Trus? 
Co. has moved its trust department to 
new and larger quarters at 55 Church 
Street. 

Ravenna, Ohio — First SAVINGS BANK 
& Trust Co. has changed its name to 
First NATIONAL BANK & TRUST (Co, 
after merger with First NATIONAL BANK 
of Mantua. 

Shawnee, Okla. — FEDERAL NATIONAL 
BANK has changed its name to FEDERAL 
NATIONAL BANK & TRUST Co. 

Greenville, Tex. — CITIZENS NATIONAL 
BANK has been granted trust powers, 


Pampa, Tex. — Trust powers have 
been granted to First NATIONAL BANK. 
Millersburg, Pa. — First NATIONAL 


BANK received trust powers. 

Pittsburgh, Pa. — Shareholders of 
PEOPLES First NATIONAL BANK & TRUST 
Co. and FIDELITY Trust Co. approved 
consolidation of the two banks as Pirts- 
BURGH NATIONAL BANK, effective Septem- 
ber 11th. 

Chairman of the board of the new in- 
stitution is John A. Byerly; vice chair- 





JOHN A. BYERLY PHILIP K. HERR 
man, John H. Lucas; president, Frank 
E. Agnew, Jr.; and senior vice president 
in charge of the trust department, Philip 
K. Herr. See August (p. 794) and June 
(p. 622) issues for other details. 


A A A 


IN MEMORIAM 


Epwarp E, Brown, chairman of the 
board of First NATIONAL BANK of 
Chicago, and past president of the Feder- 
al Advisory Council of the Federal Re- 
serve System. 


T. JEFFERSON COOLIDGE, chairman of 
the committee of OLD CoLony Trust C0., 
Boston. 

PuHILip B. KorziLius, vice president 
and trust officer of First NATIONAL 
BANK & Trust Co., Racine, and past 
president of the Corporate Fiduciaries 
Association of Wisconsin. 

Aucustus J. MarTIN, executive vice 
president of UNITED States Trust ©0., 
New York, in charge of investments. 

LEIGHTON W. McRag, former senior 
vice president and trust officer of CITI 
ZENS & SOUTHERN NATIONAL BANE; 
Savannah. 
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ECTION 2515 oF THE 1954 INTERNAL 
Revenue Code provides in substance 
Jas follows: 

(a) when a tenancy by the entirety 
in real property is created, and there are 
additions in values thereto, or reduc- 
tions in indebtedness thereon, there will 
not be a transfer subject to the gift tax 
regardless of the proportion of the con- 
Ysideration involved unless the donor 
elects to treat the transfer as a gift. 

(b) where there is a termination of 
jthe tenancy other than by reason of 
death and there was no election to treat 


sini 











\the creation as a gift, then there will be 
ja gift to the extent that the proceeds 
jof the termination received by the 
J parties is not in exact proportion to the 
consideration furnished by the parties 
during the existence of the tenancy, 

(c) the election at the time of crea- 
‘| tion or at the time of additions to value 
‘jof the tenancy to the extent that such 
‘\transfers will be considered a gift is 
‘\made by filing a gift tax return by the 
donor and is reported on a gift tax re- 
‘| turn whether or not the gift exceeds the 
annual exclusion. 

(d) the term tenancy by the entirety 
includes a joint tenancy between hus- 
band and wife with the right of survivor- 
ship.* 








Except as to joint ownership by 
spouses in real estate, the 1939 Code still 
/temains in effect as to all other types of 
| joint ownership. Accordingly, personal 
| property interests held jointly by hus- 
sband and wife and interests in real 
‘\estate held jointly by parties other than 
“jhusband and wife are still transfers sub- 


: ject to the gift tax at the time of crea- 
Pition. 


IN eee 


‘| The high points discussed in the Regu- 
“jlations concern the creation of tenancies 
a by the entirety, their termination and 


—C———e 












ae Based on a paper presented at University of 
)Miami 1959 Tax Conference. 

' *Both tenancies provide for the right of surviv- 
“4 orship, but a joint tenant can sever the tenancy dur- 
ing the lifetime of the tenants by alienation of his 
interest, or partition of the property, while a ten- 
pent by the entirety cannot cause such a severance 
‘ thout mutual consent of the other tenant. This 
fistinction between the two tenancies affects gift 
i aX computations. 
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Girt Tax ASPECTS OF ENTIRETIES 


Present Rules Facilitate Estate Planning Changes 


ALLEN TOMLINSON, C.P.A. 
Pentland, Purvis, Keller & Company, Miami, Florida 


the computation of gifts under different 
factual circumstances. Under these 
topical headings, there are extensive de- 
tails about the important factor of con- 
sideration and the allocation of consid- 
eration attributable to appreciation. Also 
to be learned is the termination ex- 
change into like property which like 
“tax free exchanges” are relieved of gift 
tax. 


I — Creation, Election, Valuation 


Prior to 1955, a gift arose upon crea- 
tion to the extent the consideration 
provided by either spouse exceeded the 
value of the rights retained by that 
spouse. Since then creation of a tenancy 
by the entirety in real property is not a 
gift unless the donor spouse elects to 
have such event voluntarily treated as a 
gift. This rule applies to additions to 
the value of a tenancy such as improve- 
ments and mortgage payments. 

Where the donor elects to treat the 
creation or addition as a gift, he so 
signifies by including the gifts in the 
gift tax return for the calendar year in 
which the creation or addition occurred. 
There must be a gift tax return filed in 
order to effect the election, and this is 
so even though the value involved is less 
than the annual exclusion. The value of 
the gift where election is exercised is 
the amount of contribution to the ten- 
ancy, less the value of the donor’s re- 
tained interest. 

Where local law recognizes a joint 
tenancy and either party acting alone 
can sever interest, the value of the 
donor’s retained interest is one-half the 
value of the property. 

Where local law recognizes a ten- 
ancy by the entirety and the spouses 
share equally in the rents, profits or 
other enjoyment of the property, but 
neither acting alone can sever interest, 
the value of the donor’s retained interest 
is found by using an actuarial factor 
representing the respective interests of 
the spouses at their attained ages at the 
time of the transaction. This factor 
when multiplied by the fair market 


value of the property gives the donor’s 
retained interest. A pamphlet entitled 
“Actuarial Values For Estate and Gift 
Tax,” Internal Revenue Service Pub- 
lication No. 11, Table IX, will furnish 
the factor to be used. Chapter Six of 
the pamphlet discusses the theory and 
use of Table IX. 

Where local law holds that the hus- 
band is entitled to all the use and income 
from the property under an estate by 
the entirety, then Table IX cannot be 
used, but Chapter Six of the pamphlet 
explains the method and Table to use. 

In either case, the Commissioner. will 
furnish the factor upon request if all 
the facts are submitted. 

Where the amount of gift upon crea- 
tion of a tenancy by the entirety is 
being computed, the following typical 
example will demonstrate the procedure 
where an elected gift is involved under 
Sec. 2515, and also where the gift does 
not qualify under Sec. 2515 because the 
gift is other than real property. This 
method of computation also applies to 
creation of tenancies by the entirety in 


any kind of property prior to January 
1, 1955. 


Example One 
Fair market value of property___$50,000 
Consideration furnished by hus- 
band ncncasiast towne 
Property conveyed to husband 
and wife as tenants by entirety 
Ages on birthdays nearest date 
of transfer: 
Wife ; 40 
Husband... is 48 
Factor from Table IX — .41742 
$50,000 x .41742 — Value of 


husband’s retained rights $20,871 





Value of Gift _ $29,129 

Using the same conditions as in the 
example except that a joint tenancy with 
right of severance is involved, the value 
of the husband’s retained rights and gift 
would each be $25,000. 


II — Consideration 


Both at the time of creation and the 
time of termination where taxable gifts 
may arise, the valuation depends upon 
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the consideration furnished by the 
spouses. The consideration furnished 
may be in the form of money, other 
property or an interest in property. The 
amount of consideration is the fair mar- 
ket value of the property at the time the 
property is transferred to the tenancy 
by the entirety. For example if a spouse 
buys real property in his own name in 
1953 for $20,000 and in 1958, when it 
has a value of $28,000, he transfers the 
property to himself and his wife as 
tenants by the entirety, his contribution 
to the tenancy is $28,000. 

The consideration involved may orig- 
inate from third party sources and, if 
so, must be so recognized and eliminated 
when the contributions by the spouses 
to the tenancy are being developed. 
Where a father devises or deeds real 
property to his son and daughter-in-law 
as tenants by the entirety, he alone has 
furnished the consideration for the 
creation. If the father by will directed 
that a mortgage on the home of his son 
be paid, the decedent will be deemed to 
have furnished the consideration. In the 
latter instance, we assume the son pur- 
chased the home and held title with his 
_Spouse as a tenancy by the entirety. 

Where a tenancy by the entirety is 
terminated in part, the proportionate 
contribution pcsition of the spouses is 
to be retained in the remaining tenancy. 
Ordinarily where one-half of the prop- 
erty is sold, one-half of the consideration 
continues over. However, if it can be 
shown that more or less than one-half of 
the criginal consideration applied to the 
portion sold, then the consideration will 


be divided accordingly. The general 
principle involved is demonstrated in 
the following example. 


Example Two 
Father (F) gives to his son (H) and 
daughter-in-law (W), as tenants by the 
entirety, real property as follows: 
1950—Real Property by F, Value. $15,000 
1955—Improvement by H, Elected 





as Gilt Value... 5,000 
1955—Improvement by W, No 

Election, Value .—__-___._- 10,000 

Total Consideration __. $30,000 


1957-1960 Property Appreciation 30,000 








Property sold in 1960 for _. _ $60,000 
Invested in like property by H 
ond Wo Se ah 2 





Consideration in Reinvestment 
F, third party, furnished one-half 
consideration at 
H, furnished one-sixth of original 
consideration which was treated 
as a gift in year furnished 
W, furnished one-third of original 
consideration which was _ not 
treated as a gift _ 15,000 


$22,500 


7,500 





$45,000 
(New “like” property has these 
elements of consideration.) 

Under the novel approach set forth in 
the Regulations, appreciation due to 
market value changes between two suc- 
cessive contribution dates, which can be 
readily measured and reasonably al- 
located to particular contributions, is 
treated as additional consideration by 
the party furnishing the prior considera- 
tion. 








California Property 


When you are handling an estate 
that involves California property... 
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Example Three 


In 1955 real property acquired by H and 
W as a tenancy by the entirety: 


Purchase Price ____. $30,000 
H contributed $20,000 
W contributed _._______ 


In 1960 when property had a 


Rear ees re | $60,000 
W made improvement thereto of_ $5,000 
The property is sold for _________ $65,000 
Appreciation ___. ----.$30,000 


Resulting in additional contribu- 
tion to: 








20,000 

H of of $30,000 __ $20,009 
30,000 
10,000 

W of of $30,000 $10,000 
30,000 


Breakdown of sales price as to 
contribution by spouses: 


H. W. 





Original Con- 


sideration _ $20,000 $10,000 
Appreciation 

Allocation 20,000 10,000 
Improvement — 5,000 





$40,000 $25,000 $65,000 


If the proceeds are divided as above. 
no gift arises under the 1954 Statute if 
no gift was elected at creation. 


Extension of this appreciation theory 
to more complicated cases will in many 
instances bring about a shift of con 
sideration between the parties which will 
have an effect upon gift valuations. Also 


aS IR To scemepa reo eis 


ee ee 


of consequence is the short observation | 


in the Regulations that any general de. 


preciation in value should be treated in | 
a comparable manner. It is pointed out | 


that where appreciation is gradual and | 


contributions are numerous, the appre: 
ciation factor can be ignored. 


OOS tan Renee 


The practical observation of this rule J 


expressed in the Regulations is not too 
clear and difficulties of application are 


apparent. The keeping of chronological F 
records and adequate appraisals when § 


it is not expected that the tenancy will be 
terminated will present problems 
building up the contribution factor. 


Iii — Termination 


It does not matter when the tendency 
ity of a gift upon termination. The gift 


pends upon division of the proceeds. The 
fact that creation of the tenancy oF 4 
contribution thereto was treated as 4 
gift does not preclude a gift upon term 
nation. 

A termination of a tenancy by the et 
tirety is deemed to have occurred whet 
the entire tenancy or a portion thereo! 
is disposed of or changed in any manner 
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prior to death of either of the spouses. 
Disposition includes sale, exchange or 
gift or a change where the spouses be- 
come tenants in common. The Regula- 
tions hold that an increase in indebted- 
ness on tenancy property is a termina- 
tion to the extent of the increase, but an 
exception to termination occurs where 
within a reasonable time improvements 
are made to the tenancy. Such offset, 
however, precludes use of such improve- 
ments as contributions by the donor 
spouse involved. 

There are two exceptions in the Regu- 
lations to the above rule. A termination 
does not occur “to the extent that prop- 
erty subject to the tenancy is exchanged 
for the other real property, the title to 


which is held by the spouses in an 


identical tenancy.” Relative values of the 
respective rights of the spouses in the 


ecquired property (other than a change 
Win relative values due to the passing of 


oan a 


5,000 F 


Ove. 


time) should be identical to those held 
in the original property given up in the 
exchange. 

A termination also does not occur 
upon a sale or other disposition of the 


te if tenancy if all three of the following con- 


@ ditions are met: 


eory § 
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(1) There is no division of the pro- 
ceeds. (Temporary banking of 
sales proceeds in one name or 
both names separately or jointly 
as a convenience is not a divi- 
sion.) 

By the gift tax return due date 
for the calendar year the tenancy 
property was disposed of, a bind- 
ing contract was entered into by 
the spouses for the purchase of 
other real property. 

Within reasonable time after such 
contract, other real property is in 
fact acquired by the spouses and 
held in an identical _ tenancy. 
(Reasonable time refers to title 
clearance, financing arrangements 
and construction.) 


(2) 


(3) 


Where all the conditions are not met 
and a termination occurs and sales pro- 
ceeds are not actually divided between 
the spouses but are held in their joint 
names or by one spouse as custodian, it 


will be presumed that there is a division 
ne ‘jof the proceeds equal to the local prop- 
SSIDI & 
e gift F 
yn de- § 


S, The : 


erty rights of each spouse in the pro- 
ceeds. 


Where property other than cash is re- 
celved by a spouse upon termination, it 


jis valued at the fair market value on the 
jdate of termination. If a tenancy is 
broken up between the spouses into a 


stenancy in common so that each has an 
undivided one-half interest, the value of 
‘the proceeds of termination received by 









"each spouse is one-half the value of the 
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Where gifts of tenancy by the entirety 
property are made to a third party, the 
proceeds of termination deemed received 
by each spouse will depend upon the 
amount each spouse reports on his or 
her gift tax return as the value of his or 
her gift to the third party. This amount 
will not vary even though the parties 
elect a split gift under Section 2513. 
Also, this amount need not follow the 
strict legal interests of the parties in the 
property. Section 2515 (b) contem- 
plates that the spouses may divide pro- 
ceeds upon termination differently from 
their respective legal interests in the 
property. One main point to remember 
is that gifts of entirety property may in- 
volve two gifts, one on the termination 
as between the spouses and one between 
the spouses and the third party. 


IV — Termination of Tenancy 
Created Since 1954 Without 
Gift Election 


Where the creation and termination of 
the tenancy occur after January 1, 1955 
and the spouses do not elect to treat 
such creation or additions as gifts, there 
may be a gift upon termination if the 
proceeds are not divided in the exact 
ratio of contributions made by the 
spouses. Accordingly, no complex ac- 
tuarial computation is required. If one- 
half of the consideration was made by 
each spouse, then the proceeds on termi- 
nation must be so divided or else a gift 
will result. If one spouse furnished all 
the consideration, then there is a gift to 
the extent the other spouse receives any 
portion of the termination proceeds. 


This rule applies only where the entire 
consideration for the creation and addi- 
tions were supplied solely by the spouses. 


Example Four 
Cost 1955 Tenancy by Entirety 








Real Prepetey : $40,000 
Contributed by husband $28,000 
Contributed by wife _____._______________. $12,000 
Property sold 1960... __. $60,000 





Proceeds invested in like property $30,000 
Proceeds divided equally between 
OMIOB? 2-25. 





Husband’s Gift to Wife 
$28,000 





< $30,000 = $21,000 
$40,000 
— $15,000 = $ 6,000 
Consideration for Reinvested Proceeds 
In Like Tenancy and Like Property 
$28,000 











x $30,000 = $21,000 (Husband) 
$40,000 
$12,000 

x $30,000 = 9,000 (Wife) 
$40,000 


Reinvested Proceeds $30,000 


If this property is sold for $30,000.00 
and the proceeds divided as shown, no 
gift will occur. 


V — Termination Under Other 
Conditions 


Where a gift arose upon creation, 
either because the tenancy was set up 
prior to January 1, 1955, or elected 
where set up after that date, the same 
principles for arriving at the value of the 
interests of the spouses upon creation 
will apply upon termination, except at- 
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tained ages at termination will be used. 
Note however that in case of a joint 
tenancy, each spouse is deemed to own 
one-half the value of the property at 
termination. 


Example One can be utilized at this 
point to demonstrate a taxable creation. 
If we assume that eight years later the 
tenancy described in Example One is 
terminated by sale of the property for 
$80,000 and the proceeds divided 
equally between the spouses, the compu- 
tation is as follows: 


Example Five 


Wife—48, Husband—56, Table IX Fac- 
tor = .389986 

$80,000 x .89986 = Value of 
husband’s interest in ten- 
piel te ec a $31,988.80 

Proceeds Received by Husband 40,000.00 


Value of Wife’s Gift to Hus- 
a Sh Bite Reinet een $ 8,011.20 


VI — Terminations Where Several 
Considerations Are Involved 


D died in 1949 and left real property 
to his son H and daughter-in-law W in a 
tenancy by the entirety. The value of the 
property in the estate was $140,000 and 
“no material increase in the value oc- 
curred up to 1956 when improvements 
of $60,000 were made to the property; 
$40,000 was paid out of the funds of H 
and $20,000 out of the funds of W. No 
gift was elected by either H or W. In 
1959 the property was sold for $400,000 
and the proceeds divided equally be- 
tween H and W. Nearest the sales date, 
H and W were 38 and 35 years of age 
respectively. 


Few Elections Seen 


It is doubtful that many elections will 
be made to treat creations or contribu- 
tions as gifts after January 1, 1955. 
‘There appear to be no material benefits 
to the donor in making such election. 

Accordingly, it would seem that ten- 
ancies in real property created under 
Section 2515 now can be terminated 
without gift tax consequences where 
estate planning suggests returning the 
property to the probate estate of the 
donor spouse. Furthermore, in many in- 
stances, the tenancy may readily be 
changed to a tenancy in common with 
only one gift at termination. However, 
in the latter case, contemplation of death 
aspects should be considered. 

Finally we now have the opportunity 
to terminate a tenancy by the entirety 
by sale or exchange without gift tax in- 
cidence to the extent other real prop- 
erty is acquired by the: spouses in an 
identical tenancy. 
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Example Six 


Step I—What Part of Proceeds Come Under Proportionate Rule 


$ 60,000 (Consideration not elected as a gift) 





$200.000 (Total Consideration) 


x $400,000 (Proceeds) = 


$120,000 (Portion of termination subject to rules under IV above) 
$40,000 (H Consideration not treated as gift) 





$60,000 (Total Consideration not treated as gift) 
2 


— x $120,000 = $80,000 
3 


Step II—What Part of Proceeds Come Under Actuarial Factor Rule 


$400,000 — $120,000 = 
under V above) 


Factor for H’s interest .47431 x $280,000 — $132,806.80 
Add Amount Under Rule IV __...... 


Total of H’s interest 


Less Proceeds received by Re 


Amount of gift to W 


$280,000 (Portion of termination subject to rules 


80,000.00 


$212,806.80 
200,000.00 


$ 12,806.80 





American and British Estates 
Compared 

Total gross value of 46,473 estates 
for which Federal estate tax returns 
were filed in 1957 was $10.3 billion. 
This compares with $7.5 billion for 36,- 
595 estates for which returns were filed 
in 1955 (most recent prior year tabu- 
lated) and represents a gain of 38% in 
value, according to “Statistics of In- 
come” released by the Internal Revenue 
Service. 

The net tax after credits was a record 
$1.2 billion ($778 million for 1955 re- 
turns). Of the estates filed in 1957, 
those under $100,000 account for 40% 
(41% in 1955). Two per cent—the 
same as in 1955—-were valued at a mil- 
lion or more. The breakdown of assets 
for 1957 returns is not as yet available. 
In 1955 it included: Corporate Stock 
41°; Real Estate 21%; Cash and 
Bonds each 10%; Life Insurance 6%. 

Total net capital value of 60,619 es- 
tates filed in Great Britain in the fiscal 
year ended March 31, 1958, was $2.- 


184,280,000 (£780,100,000). The 101s | 
report of the Commissioners of Inland | 
Revenue shows that of this total $1,266- | 
160,000 (£452,200,000) or 58% repre- 
sents estates under $84,000 (£30,000). | 
Another $71,120,000 (£25,400,000) or | 
3% is made up of estates over $2,800. 
000 (£1,000.000)—most of it from a 
few large properties over $5,600,000 | 
(£2,000,000) each. Of these particular 
estates, some 75% was in the form of 
equity holdings with another 14% in 
Government securities. 


Distribution of the smaller estates— 
those valued at $14,000 (£5,000) to § 
$28,000 (£10,000 )—appears in the ac- 
companying chart. The figures show 4 
somewhat higher proportion in 19578 
was held in cash and building societies 
with a corresponding reduction in land, J 
insurance and equities. For the bulk of 
estates—between these two extremes in 
size and accounting for some $1,470 
million (£525 million)—equity _hold- 
ings represented 40%, Government 
curities 16% and insurance 2%. 





1937 -38 





£1000-5000 


WHAT THEY LEFT 


TOTAL 
£141-4mn 


£5000-i0,000 ~*= 


1I957—58 
LAND, INSURANCE ¥- 
ETC 


(Coo ETT TR 







QQ od 
BUILDING SO 


Si paid 
BUILDINGS 277% 5-7 IN SHARES ETC. 






Composition of British Estates shown by chart reproduced from The Economist. 
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11S. IS THE SECOND OF TWO ARTICLES 
; eee the Pennsylvania case 
Alaw rules of apportionment between 
: principal and income of trustees’ re- 
Aceipts from stock. The first (July 1959), 
Bafter briefly discussing the case law 
Bbasics, concerned itself with recent 
BPennsylvania apportionment develop- 
Bments and with observations relating 
Bihereto. This article will concern itself 
Gwith certain fiduciary decision making 
issues in an area distinguished for its 
vague road signs and shifting bedrock. 
An understanding of the basics of ap- 
Bportionment will be assumed in this dis- 
Geussion.! Further, the relationship of 
law and accounting, as they relate to 
fiduciary decision making in the appor- 
tionment area is treated in a unitary 
manner. 

Apportionments have created a va- 
riety of problems for the fiduciary 
which encompass not only the Hercu- 
ean efforts of preparing the apportion- 
nent calculations, but also subtle squeez- 
qings by polar interests. The foregoing is 
Get in a framework of legal indefinite- 
ness subject to the federal taxing au- 
Gthorities’ ever covetous gaze. Solomon- 
like, the fiduciary must wend his way 
through this maze. 

Notice Issue — It would be advisable 
for a fiduciary to give notice to the life 
tenant whenever there occurs an appor- 
tionable event from which there accrue 
to the trust increments which may be 
apportionable. The time sequence and 
mechanics may vary from a stamped 
J otice on the income statement, to a 
jetter. to special abbreviations denoting 
Potential apportionments and_ other 
s. Whatever form be followed, 
Potice should be given. The foregoing 
Phould not be contingent upon an ac- 
Punting and the trustee would be well 


ALB. Amherst College; LL.B., Harvard Univer- 
ly; Member of the Philadelphia firm of Zoob, 
Pohan & Matz, with practice essentially in the field 
me planning and estate and trust administra- 
ion, 

‘For those desiring a detailed study of the rule 
ee: Cohan and Dean, “Legal, Tax and Accounting 
‘pects of Fiduciary Apportionment of Stock Pro- 
pedis: The Non-Statutory Pennsylvania Rules,’’ 106 
-Of Pa. L. Rev. 157 (1957). 












































SOLVING APPORTIONMENT (QUESTIONS 


New Approach Based on Recent Decisions 


DONALD S. COHAN* 


advised to clearly indicate in his quar- 
terly reports all apportionment possibili- 
ties. Naturally, at the time of accounting 
all interested parties should be. given 
notice that the accounting includes po- 
tentially apportionable items. 

In many cases the plaintiff's acquies- 
cence to the non-payment out of appor- 
tionable items indicates a desire not to 
receive the accruals due him, such as 
where the income beneficiary agrees 
that the trustee retain the items “for the 
present” and had received notices of the 
items being retained. But, if the income 
beneficiary has no knowledge of the 
potentially apportionable items his ac- 
quiescence will not prevent his recovery 
of items due him. The acceptance of the 
income by the li‘e beneficiary is not 
regarded as acquiescence where there is 
no reason for him to know of its source 
or nature. Although in the ordinary case 
there is generally no duty upon a trustee 
to furnish such information without a 
specific request, the courts have spoken 
of a duty on the fiduciary to inform the 
parties of all the matters pertaining to 
their respective interests. Trustee may 
place a notation upon an interim state- 
ment indicating that items may be ap- 
portionable, but that they have been 
placed in principal pending the next 
court accounting, when they will be ap- 
portioned if requested. In this situation 
the life beneficiary has received notice 
and if the apportionable items are not 
apportioned at the court accounting it 
could indicate that the life beneficiary 
did not desire the amounts potentially 
due him. 

Method of Accounting for Potentially 
Apportionable Items — It is suggested 
that a uniform system be adopted 
whereby all potentially apportionable 
items would appear on a single schedule 
in the accounting in order to eliminate 
the ferreting out procedures. Psycho- 
logically, it would also be wise to do 
this in order to eliminate the hide-and- 
seek aspect of fiduciary apportionment 
accounting which frequently causes 
counsel to be wary of the statement of 
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account as it pertains to apportionments. 
The apportionable items would not be 
taken out of the integrated account, but 
rather shown on a separate schedule as 
well as in the body of the account. 

Trustees’ Role as Stakeholder — The 
trustee is not under any affirmative duty 
to calculate and pay out apportionable 
items to income. However, it would be 
expeditious if the trustee were to present 
suggested apportionments to the vari- 
ous parties prior to audit. The trustee 
has his own ideas as to the apportion- 
ment mechanics in accordance with the 
law as he sées it. The corporate trustee 
generally has more facts at his disposal 
and in most situations the parties rely 
upon him to do the calculations. There- 
fore, even though the trustee be a stake- 
holder, he is often called upon to do the 
apportionment calculations and assume 
a posture relating to difficult apportion- 
ment decisions. Naturally, the trustee 
should act in an impartial manner. 

In cases where the life tenant does 
not desire the apporiionable items due 
him, the trustee should advise the life 
tenant and his counsel to carefully con- 
sider the steps to be taken in the light 
of their income, estate and gift tax con- 
sequences. There are many methods cf 
achieving the desired results with a va- 
riety of tax consequences, but these 
nuances are beyond the scope of this 
article. In many cases the trustee is 
under pressures to cause, or not to 
cause, apportionable events. The trustee 
should base his decisions upon factors 
apart from these considerations when 
investing the assets of the trust. 

When Should a Trustee Pay Out 
Apportionable Items — A trustee would 
place himself in a tenuous position if 
he were to pay out apportionable items 
to the income beneficiary without speci- 
fic court approval, unless all parties in 
interest are sui juris and have absolved 
the trustee in writing from any liability 
for his actions. However, if considera- 
tions were sufficiently pressing, a trustee 
might well be willing to run the risks 
in making smaller distributions without 
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court approval. The reasons for proxi- 
mate payment out are obvious to the 
trust companies faced with a multitude 
of cross fire pressures from interested 
parties. The fiduciary should be aware 
that he is held to account for improper 
distribution of trust assets distributed 
without court approval. This risk ex- 
ists and continues even though the fidu- 
ciary acted under a reasonable mistake 
of fact or law. It should be noted how- 
ever, that to achieve fiduciary liability 
the supposedly injured party must con- 
vince the court that the fiduciary misin- 
terpreted the law or committed an error 
in apportioning. 

Court Burden — The fact that a trus- 
tee would be highly ill advised to dis- 
tribute apportionable items without 
court approval indicates that the courts 
have had and will have a substantial 
amount of accountings solely for the 
purposes of distributing apportionable 
items. 

In view of the technical nature of the 
calculations, its extensive interest and 
its current timeliness, the court might 
well, in order to preclude administrative 
clogging by increased accovntings, ap- 
point a special committee or specially 
trained master to undertake the appor- 
tionment calculations and make approp- 
riate recommendations to the court for 
ultimate disposition. Further, there is a 
hodge-podge of variation of calculations 
from which these men might well.divine 
workable mechanics. Naturally, where 
short accountings are available, this 
form might be used for an “in and out” 
procedure for approving specific appor- 
tionment distributions. 


Revocable Trusts — There is thought 
to be a special problem, where the trust 
is revocable, but it would seem that 
where the settlor and income benefici- 
ary are not the same party that the 
apportionment calculations would be 
made as in any other situation. Where 
the settlor and the income bene‘ciary 
are the same it might be well not to 
apportion the items in view of the fact 
that the settlor can withdraw at his 
pleasure. In some instances it would be 
advisable to amend the trust to clarify 
the apportionment mechanics. Natural- 
ly, tax aspects are a factor, as they are 
throughout apportionment decision 
making. 

Lack of Uniformity of Apport’onment 
Calculat'ons — In view of the fact that 
every fiduciary has his own method of 
trust accounting and in view of the 
fact that it is a rare occurrance for cor- 
porate fiduciaries to have the same sys- 


tem of accounting, a uniform fiduciary 
agreement as to the apportionment me. 
chanics seems highly unlikely. Further, 
it is seemingly impossible to agree even 
on some of the basic legal and account. 
ing principals. This anomaly is com. 
pounded when one looks for a uniform. 
ity of giving effect to the legal princi. 
pals. Some trustees keep their records 
by mechanical means, some hand post, & 
There is variation in the accruing of the © 
accounting items and each has its own 
garden variety of adjustments. There js 
a need for uniformity as to some of the 
apportionment basics. 
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Accounting Calculation Red Flags — 
The following is a mere listing of some | 
of the considerations which the fiduci- | 
ary should resolve, or at least consider, | 
when preparing apportionments. There [ 
has been no attempt made to discuss the | 
issues, but rather only to draw attention 
to some complex problems. 


(a) The problem of averaging and 
weighted averages as figures for the | 
determination of intact value and 
other factors. 

(b) Non-cash charges against 
earnings or earned surplus with a 
perusal of the reasonableness and 
propriety of credits to reserve for de- 
preciation, depletion, obsolescence, 
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contingencies and like reserves. 

(c) The reasonableness and pro- © 
priety of adjustments in intangible © 
values (asset write-ups and write- 
downs) treatment of capital gains and 
losses, assets carried at nominal val- | 
ue, treatment of unusual gains and 
losses, inventory accounting, and ac- 7 
celerated depreciation aspects. 

(d) The degree of reliance on cor- 





porate statements and figures. 
(e) The time of the accrual of 
earnings. | 
(f) Propriety of using income tax 
basis, and income tax accounting in 
general, to determine asset values, 
earnings and other quantums. 


(g) Apportionment of mutual 
funds. 
(h) Dividends of no par stock 


based on capitalization of earned sur- 
plus. 


(i) Pro rata adjustments of tax 
liability. : 
(j) Issuance, exercise and sale of 


subscription rights. ; 
(k) The proration of apportion- 
ments between successor life tenants 
or their estates, based on the sequence 
of the accrual of the earnings. | 
(1) The off setting of capital gains 
by capital losses in the same stock, 
while not off setting capital losses 1" 
other stocks. : 
(m) The method of distributing § 





to the life tenant accruals due him 1 |); 
forms other than cash; such 4s, the a 
distribution of stock dividends. On | 
what basis are they distributed — >) 

















book value or market value and what § 








earnings are available as the basis for 











the distribution? 
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iary The calculation of book value and 

me. |fcorporate earnings from the corporate 

ther, {balance sheet is an especially complex 

even | problem. It would seem suitable to use 
t 


unt. Ef the corporate issued consolidated bal- 
ance sheet and income statement. The 


com- & 

orm: key issue is to maintain consistency in 
inci. P}the treatment of variable items, such 
‘ords . as reserves. As shown in the first arti- 
post. ‘cle, insurance companies raise special 
fthe |] problems. Unrealized gains are not in- 
own cluded as earnings, but realized gains 
re is —| are so included. The unearned premium 
f the || reserve ought not to be included in com- 


puting the insurance company book 
value, whereas the unrealized apprecia- 
tion of the portfolio should be included. 


Nei a 


— 


some . 

ders The general problem of unrealized ap- 
der preciation is a difficult one and it is sug- 
»} . . 
Phere ‘|gested that each case be given special 


vn perusal in computing book value, al- 
oT though it does not seem that this factor 
‘}should be included in determined earn- 
“|ings for such amounts are unrealized. 











om "| It would seem burdensome for a fidu- 
bee 5 ciary to calculate on the basis of a per 

‘jdiem accrual. The proximate quarterlv 
ainst |} corporate data, or the figures at the end 
ith @ | Jof the corporate accounting period pro 
nt H}rated to the closest quarterly date, 
rence, || should suffice. 

_ 

ro- 4 Adjustment to intact value creates dif- 


aie icult judgment problems. Generally, in- 
vrite- | ‘act value is increased by the cost of the 


sand || subscription of the exercise of rights to 
1 val- §} purchase more shares. Naturally where 
Fyn : book value is used as intact value there 
‘thould be adjustments for reorganiza- 

n cor- || lion, recapitalization, mergers and other 
‘imiiar types o! capital intertwinings. 

al of ie nuances of apportionment of s‘ock 
~~ p lividends and stock splits, similar to 
ng in | stock dividends in all but labeling, has 


ralues, D been discussed in the previous article. 


p This area seems to be unresolved and 
tual § ; 


p theref a precarious one for trus- 
ck 7 P tees, 
our A trustees’ role in the apportionmeni 
of tax is a complex and difficult one. 


Whe: e the trustee actually does compli- 
sale of J ted apportionments requiring special 
'‘kills and substantial time, he is entitled 


0 receive added compensation for these 
abors. 
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Appropriations of $697,116 by the 
New York Community Trust in the first 
/alf of the year constituted a record for 
mny cor ‘responding period, exceeding the 








ag 4 634,625 disbursed in the initial six 
is. On pfonths of 1954. In the first half of 1958, 


rants totaled $625,870. Aggregate out- 
Jaym: ‘nts from the 130 funds of the 


. ; hilan ithropic foundation now stand at 
19,769,699, 
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Trust Program at FPRA 
Convention 


The Trust Development Departmental 
at the 44th annual convention of the 
Financial Public Relations Association, 
to be held at the Americana Hotel, Bal 
Harbour, Fla., November 1-5, will be 
under the general chairmanship of 
David M. Neill, trust officer, American 
Commercial Bank, Charlotte. The pro- 
gram chairman is John Barry Hubbard, 
trust officer, Fort Worth National Bank. 
Following are the topics and speakers 
of the Deparimental: 

Monday — Selling Living Trusts — 
Education, Support and Accumulation, 
William E. Murray, Jr., New York at- 
torney. 

Tuesday — Finding Trust Prospects, 
Kenneth I. Todd, trust officer, Valley 
National Bank, Phoenix; How to Make 
a Trust Prospect Receptive to the Ini- 
tial Interview, William C. Fenniman, 
vice president, Connecticut Bank & 
Trust Co., Hartford; Just Trying to Get 
the Facts (a 10-minute live “drama’’), 
John W. Heddens, trust officer, Conti- 
nental Illinois National Bank & Trust 
Co., Chicago, and Victor Cullin, vice 
president, Chicago Title & Trust Co.; 
The Development of Motivating Facts 
in Successful Trust Selling, Carlysle A. 
Bethel, vice chairman of the board and 
senior trust officer, Wachovia Bank & 
Trust Co., Winston-Salem; Overcoming 
Roadblocks in Successful Trust Selling 
(a 15-minute live “drama’”’), C. B. Leon- 
hard, formerly vice president and trust 
officer, Manufacturers National Bank, 
Detroit. 


Wednesday — Cordial Relations with 
Professional Groups (case histories), 
Floyd L. Dwight, vice president and 
trust officer, First National Bank, Min- 
neapolis, and Bart A. Brown, vice presi- 
dent, Citizens Fidelity Bank & Trust Co., 
Louisville. 

Thursday — Successful Mass Selling 
of Trust Services, Dwight W. Hostetter, 
vice president and trust officer, First 
National Bank, Miami; Successfully 
Selling our Ready-Made Prospects, 
Burns W. Swenson, vice president, 
Northwestern National Bank, Minne- 
apolis; Kintner or Keogh — Which 
Way Do We Go? J. Brooks Corwine, 
vice president, Harris Trust & Savings 
Bank, Chicago. 


& a ad 


e Among the projects accepted for 1959 
graduation at the School of Financial 
Public Relations was “Developing a 
New Market for Trust Services” by Ed- 
mund P. Bagdon, Bank of New York. 





mn Canada 


¢ Trustee for Bond Issues 
* Transfer Agent and Registrar 
for Stock and Bond Issues 
* Paying Agent for dividends 
« Escrow Agent 
* Trustee for Business 
Insurance Trusts 
* Trustee for Employee 
Pension Funds 
The complete trusteeship 
facilities of The Canada 
Permanent Trust Company 
are available to companies 
extending their business into 
any Province in Canada. 


CANADA PERMANENT 
TRUST COMPANY 


HEAD OFFICE 
* 320 Bay Street, Toronto 


Tue 














BRANCHES: 
Halifax Saint John Montreal 
Toronto Hamilton Brantford 
Woodstock Winnipeg Regina 
Edmonton Vancouver Victoria 








CENTRAL 


NATIONAL BANK 


...a complete trust 
service in Cleveland 


Your requirements for an- 
cillary trust services in the 
Great Lakes Area will be 
met efficiently and promptly 
at Central National Bank. 
Our Trust Department staff 
is competent and experienced 
in all phases of personal 
and corporate trust matters. 


“CLEVELAND 


Cleveland 1, Ohio 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 








TRUST and 


ESTATES 


SPECIALISTS 
FOR 


NEVADA 








throughout Nevada 








| branches 


NATIONAL BANK 


of NEVADA 





MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 











WILL PAY CASH 
FOR YOUR GOLD COINS 


~¥. 


Yo 





we will pay the following prices... 

















| Le a ee $36.50 each 
0 $18.00 each 
$ 5 GOLD $ 9.00 each 
$ 3 GOLD $25.00 each 
$ 2.50 GOLD $ 6.00 each 
$ 1 GOLD $ 7.50 each 





We are also seeking the following: 
$50 GOLD $400.00 each 
$ 4 GOLD $500.00 each 
PROMPT REMITTANCE GUARANTEED 
no mounted or mutilated coins 
send coins direct to... 











123 West 57th Street, New York 19, N. Y. 
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EUGENE MEYER, former publisher of 
“The Washington Post,” left an estate 
estimated at $10 million. By the first 
Article in his will, he appointed J. P. 
Morgan & Co., Inc. (now Morgan Guar- 
anty Trust Co. of New York) and three 
individuals to act as executors, the same 
individuals being named testamentary 
trustees, Mr. Meyer adding that he had 
refrained from naming his wife “because 
of the burdensome duties involved.” 
“Seven Springs Farm,” the testator’s 
home at Mount Kisco, N. Y., together 
with all personal effects and tangible 
personal property (except as noted be- 
low), and the balance of one-half the ad- 
justed gross estate, were left to the 
widow. Jewelry and watches are given 
to the son, with right to direct the dis- 
position of a fund of $70,000. Shares of 
Class B common stock of The Washing- 
ton Post Co. are bequeathed to the 
Eugene and Agnes E. Meyer Founda- 
tion; $25,000 is given to the Mount Sinai 
Hospital, New York City, and a similar 
amount to the Northern Westchester 
Hospital Association. Two friends will 
receive $50,000 each. 


The rest of the estate is set up in two 
trusts. The income from one such trust, 
consisting of one-fifth of the residuary 
estate, is to be paid to a daughter during 
her lifetime, and upon the death of the 
survivor of that daughter or the testa- 
tor’s widow, the corpus of this trust is 
to be equally distributed per stirpes 
among the then living grandchildren and 
issue of deceased grandchildren. The re- 
maining four-fifths of the residurary es- 
tate is to be held in a “grandchildren” 
trust, income therefrom to be paid in 
equal shares, per stirpes, to surviving 
grandchildren and issue of those de- 
ceased, until each beneficiary reaches 
age 30, when one-half the principal of 
his share shall be paid over, the remain- 
der to be distributed on attaining age 35. 


MorTON E. SNELLENBURG, retired head 
of the Philadelphia department store, N. 
Snellenburg & Co., left an estate inven- 
toried at more than $4 million, according 
to files in the public records. Except for 
a pecuniary legacy to an employee, the 
entire estate was left in three trusts for 
the benefit of the testator’s widow. In- 
come from one trust, the corpus of which 
is $200,000, is to be paid to the widow 
and thereafter to a niece, the principal 
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to be distributed to the niece’s issue upon 
her death. The remainder of the estate 
is directed to be divided in two parts, 
fifty per cent (computed without deduc- 
tion of death taxes) is to be held in q 
trust which is subject to a power of ap- 
pointment under the widow’s will, income 
to be paid her during her lifetime. 
The remainder of the residuary estate 
is also to be held in trust for the widow’s 
benefit during her lifetime, with income 
to be paid thereafter to a stepson for 
life and on his death the corpus to be 
divided into two separate trusts for the 
benefit of a grandson and granddaughter, 
income to be paid to each during their 
respective lives and thereafter to their 
issue, per stirpes. The latter trusts are 
to terminate, however, upon the death of 
the survivor of the widow and grandson. 
Girard Trust Corn Exchange Bank of 
Philadelphia is named co-executor and 
co-trustee with the testator’s widow. 


A A A 


Traces “‘Lost’’ Heirs 


Dan Eisenberg, head of Tracers Com- 
pany of America, has found over 200,000 
“missing” stockholders and heirs and is 
currently looking for 35,000 more. About 
35% of “missing stockholders” are dead, 
he has found, and the widows and heirs 
get the forgotten fortunes, 

Since the 1947 formation in Tracers 
of a special department to search for 
these two classes of missing persons, 


hunting for stockholders and heirs has fe 
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grown till it now represents 50% of the 


company’s work. More than 85% of the 
persons sought are discovered. 


3,600 obsolete but valuable securities. 


The importance of his service is high- 
lighted by the fact that one western bank § 
holds $8,000,000 for lost security holders f 
and an eastern bank holds several mil- p 
lion dollars for lost stockholders of 70 ; 


defunct corporations. 


Mr. § 
Eisenberg has agents all over the world a 
except in the areas behind the Iron Cur- » 
tain. He also maintains a list of some | 















































Recently the attorneys general from &; 


six states — spanning the nation — met . 
to work out a program for establishing ‘g 
the rights of the living to the estates of 4 


the deceased and deciding how to dispos¢ 


of the unclaimed millions from thou 4 


sands of estates. 
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pon DAN M. MCGILL. Richard D. Irwin, Inc., 
Homewood, Ill. (847 pp.; $9). 
tate 
rts, [] The thirty-nine chapters of this vol- 
duce. | ume fall into eight main parts. Follow- 
ina (| ing his introductory discussion of the 
ap- || purposes and basic principles of life in- 
ome ; surance, the author presents typical con- 
tracts and explains the nature and uses 
tate || of each. Parts three and five comprise 
ow's the lengthiest portions of the book, and 
ome deal with the “arithmetic” and the legal 
tor aspects of the subject. Other parts of 
» he the text are devoted to studies on the 
the selection, classification and treatment of 
ater, risks; settlement options and program- 
heir ming; special forms of life insurance; 
heir and regulatory controls of the institu- 
are tions. There are extensive appendices and 
hof =| an index. The former include sample 
ison. || forms, such as the application for a 
k of "| policy, ordinary life contract, inspection 
and || report, settlement agreement, form of as- 
,  signment, specimen group life certificate, 
» selected tables and a model group life 
) insurance bill. 
The author’s ten years experience 
} teaching insurance to students at the 
) Wharton School and elsewhere has re- 
Com- §] sulted in a readable text, with visualiza- 
0,000 |] tions to illustrate the complex problems, 
nd is §] and many graphs and examples through- 
bout |) out. Those without any prior knowledge 
dead, 1) of the subject are the intended readers, 
heirs Ms the author stating that such persons will 
"| find here a foundation for the study of 
acel’s : more specialized phases. Mr. McGill also 
, for | states that he has designed his text for 
‘sons, | use in college courses on life insurance, 
; has as well as in institutional education pro- 
f the | grams such as those of the American 
f the | College of Life Underwriters, the Life 
Mr. |) Office Management Association, and com- 
world | pany training programs. 
Cur- & 
some & 
rities. |] Proceedings, 1958-59 Conference of 
high- |} Actuaries in Public Practice (8th 
bank @ Ed.) 
olders Bi 1 North LaSalle St., Chicago 2, Ill. (445 pp.; 
| mil- § $12.50). 
of 70 & ; , 
"| A major portion of the proceedings 
4 ba the 1958-1959 conference of actuaries 
from i In publie practice was devoted to matters 
g met i » of concern to those engaged in the field 
-_ oF | of estate planning. The proceedings are 
tes 0 fully recorded here, with a prefatory 
en.  addvess by the president, forty-six pa- 


TATES 





H per: , reports of committees, and an 
j inde ‘x of this as well as the prior vol- 
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umes memorializing the seven prior con- 
ferences, 

Pensions were extensively and inten- 
sively studied, twenty-four separate pa- 
pers being reprinted here and including 
discussion on the role of the actuary 
in profit-sharing plans, the Jenkins- 
Keogh Bill, an analysis of trustee and 
insurance company administered em- 
ployee retirement plans, social security 
legislation of 1958, pension investments 
from the actuary’s viewpoint, pension 
costs and the responsibilities of banks, 
states, insurance companies, unions, and 
others in connection with health, welfare 
and pension plans. 


Financial Facts of Life 


DONALD I. ROGERS. Henry Holt & Co. (77 

pp.; $2.95). 

This is the fourth contribution by the 
New York Herald-Tribune’s financial edi- 
tor to the field of better public under- 
standing of personal finance. Designed to 
start the novice on the bottom rung of 
the complicated study of investment 
analysis, it does its job well in concise 
explanation of what to look for in finan- 
cial statements and how to make them 
meaningful. Actual balance sheets, in- 
come accounts and comparative operating 
results over a period are included to 
allow the reader to test his grasp of 
fundamentals. 


Investing For A Successful Future 


THOMAS E. & DAVID L. BABSON. MacMil- 

lan Co., New York City (290 pp.; $4.95). 

The traditional method of gradually 
accumulating an adequate income by in- 
vestment in fixed-income media has now 
been supplanted by participation in eco- 
nomic growth through purchase of stocks 
of selected corporations. High taxes 
make saving more difficult and continu- 
ing shrinkage in the dollar’s value adds 
to the problem of providing for family 
educational and retirement needs. It is 
the authors’ aim to point the way to a 
sound financial program geared to actual 
conditions, rather than a hit-or-miss op- 
eration or no provision at all for the 
future. 

There can be little disagreement with 
the conclusions presented, based upon the 
record of the last two decades, nor can 
it be said that similar conditions will not 
continue to prevail for some years to 
come. While the authors have done an 
excellent job in presenting the salient 
facts about the most promising fields 
for investment today, the fortunes of in- 
dustries and companies are in constant 
flux and selection of stocks for lifetime 
investment requires expert guidance. 
While the availability of investment 
counsel is touched upon, it is not especi- 
ally stressed, possibly because of the 
authors’ reluctance to cry their wares, 
but professional advice would appear to 
be particularly desirable in the initiation 


and supervision of an amateur’s program 
geared to growth stocks. 

One happy feature is the avoidance of 
the usual claptrap about market profits; 
the emphasis, rather, being strongly 
against trading or attempts at timing 
purchases. Carefully selected stocks to- 
day present a lessened degree of risk 
than was once the case and a sound pro- 
gram steadfastly adhered to should pro- 
duce rewards in due course. Anyone 
looking to his own or his family’s future 
will do well to benefit from the wealth 
of material assembled by these experi- 
enced advisers. 


ARTICLES 


Basic Planning Principles in Qualify- 
ing Life Insurance for Marital De- 
duction 


ROBERT J. LAWTHERS. Taxes, August, 1959 
(4025 W. Peterson Ave., Chicago 46, 75¢). : 


As director of estate planning services 
for New England Mutual Life Insurance 
Company, Mr. Lawthers speaks with 
authority on this topic. In the main, he 
discusses the technical requirements for 
obtaining the marital deduction, touching 
also on the tax desirability of obtaining 
it and limitations to be imposed to ob- 
tain the best tax results. Confining him- 
self to life insurance proceeds, he states 
that his remarks nevetheless are often 
applicable to trusts and wills. 


Proposed Uniform Estate Tax Appor- 
tionment Act 

EUGENE F. SCOLES and RICHARD B. 

STEPHENS. Minnesota Law Review, April, 

1959 (Minneapolis 14; $2). 

Rules concerning the apportionment of 
estate taxes emerge from three sources: 
the Internal Revenue Code will provi- 
sions, and state decisions and statutes. 

Each of these sources is reviewed prior 
to a very careful analysis of the pro- 
posed Uniform Estate Tax Apportion- 
ment Act. In discussion of the Act, the 
authors do not confine themselves to 
digesting the provisions of the proposed 
law. Rather, they give generous com- 
ments on its sections, pointing up its 
weaknesses, and append the text of the 
act at the end of their article, It is their 
stated hope that an early examination 
and revision of the act may avoid its 
total rejection or meaningless modifica- 
tions by enacting states, thus frustrating 
the needed objective of uniformity. 


Power to Invade Principal Raises Tax 

Problems 

ZOLMAN CAVITCH. Journal of Taxation, Aug- 

ust, 1959 (320 N. Sixth St., Paterson, N. J.; 

$1.50). 

This is a brief resume of some of the 
problems presented in drafting long term 
trusts so as to give the income benefi- 
ciary rights in the enjoyment of the 
corpus, whether for matters of necessity, 
comfort, happiness, or other needs. The 
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author points out that, contrary to the 
tax savings available in connection with 
discretionary powers to distribute in- 
come, the discretionary power to invade 
principal rarely provides a tax saving, 
and sometimes creates additional tax 
problems, but that flexibility as to the 
invasion of principal is important in any 
long term trust. 


Five More Years of Joint Bank Ac- 
count Muddle 
DONALD KEPNER. University of Chicago Law 
Review, Spring, 1959 (Chicago 37; $2.25). 
Since publication of the author’s study 
on the joint and survivorship bank ac- 
count (41 Cal. L. Rev. 596) in 1953, a 
number of states have enacted statutes 
regulating these accounts, and the courts 
have dealt with a plethora of cases in- 
volving inter vivos disputes between 
depositors as to their rights during their 
joint lives, and the rights of survivors 
in these bank accounts. The emergence 
of a new body of law on the subject is 
traced through these developments in 
case and statute law during the past five 
years. 


Foreign Donee’s Will: Requirement 
of Probate at Donor’s Domicile 


University of Chicago Law Review, Spring, 1959 
(Chicago 37; $2.25). 


The exercise of a power of appoint- 
ment is scrutinized with particular care 
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where it is done by means of a will ad- 
mitted in a foreign country. In some 
jurisdictions, the courts require that the 
foreign will be probated at the forum of 
the donor’s domicile. The harshness of 
this requirement is criticized, and the 
view expressed that all red tape could 
be avoided by direct evidence that the 
donee of the power executed it without 
any element of fraud or undue influence, 
and by an instrument which complied 
with the donor’s intentions. 


Actuarial Principles and Pension Plans 


JOHN H. WILLIAMS. New York Certified Pub- 

I’c Accountant, August, 1959 (355 Lexington 

Ave., New York City 17; 50¢). 

The importance of obtaining an actu- 
ary’s advice in setting up pension plans 
is outlined in this second part of the 
study, the first part having appeared in 
the July, 1959 issue of the same maga- 
zine. Examples of the advantages to be 
obtained from the services of the con- 
sulting actuary include proper allocation 
of investment income and administrative 
expenses in running the pension plan; 
valuation of assets held in the pension 
fund; and proper records of those en- 
titled to benefits under the plan, such 
as the service credit or age of an-em- 
ployee prior to the commencement of a 
benefit, the duration of benefits, infor- 
mation as to age and sex of dependents, 
the amount and duration of previous 
benefits, causes of the claims, and similar 
data. A further advantage is the certifi- 
cation furnished by consulting actuaries 
as to the results of their calculations. 
The note ends with an explanation of 
the Society of Actuaries, whose members 
are interested in employee benefit plans, 
as contrasted with the actuaries in the 
casualty field. 


Revocable Trusts in Estate Planning 


JAMES V. HEFFERNAN and LAURENS 
WILLIAMS. Cornell Law Quarterly, Summer, 
1959 (Ithaca, N. Y.; $1.50). 

If the revocable trust is viewed merely 
as an alternative to an irrevocable trust, 
these authors state, its advantages ap- 
pear limited. But if approached as a 





New Trust Department quarters completed 
at Merchants National Bank, Allentown, 
Pa., surround customers and visitors with 
a comfortable furnishings, conservative dig- 
nity of mahogany walls and soft gray car- 
peting. Same decor is continued throughout 
offices and inner corridor shown here. 





means of disposing of property upon 
death, the revocable trust becomes a 
streamlined and flexible estate planning 
tool with many practical uses. Among 
such uses set forth here, are: savings 
in probate expense; avoiding ancillary 
proceedings; providing for famly sup- 
port during the period of probate and 
administration; minimizing the disrup- 
tive effect of death on decedent’s busi- 


ness; protection against incompetence; 
avoiding tie-ups of commonly owned 
property; avoiding publicity and attacks 
upon disposition; freedom from testa- 
mentary restrictions. The tax aspects 
are also explored. 


Pourover Trusts: Consequences of 
Applying the Doctrines of Incorpo- 
ration by Reference and Fact of 
Independent Significance 
MARTIN D. HEYERT and PAULA RACH- 
LIN. New York University Law Review, June, 
1959 (Vanderbilt Hall, Washington Square 
South, New York City 3; $2). 

Traced here are the legal theories sup- 
porting the validity of pourover trusts. 
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PROGRESSIVE PLANNING 
(Continued from page 821) 


i ar a 


the present situation except in two par- 
ficulars. 

' First, since Ted will have a pension 
of $40,000 a year as long as he lives 
and his wife will have $20,000 a year 
thereafter, Ted is in position to make 
additional gifts. Since he and Mrs. 
Downes have each used only about one- 
half of the gift tax exemption, they have 
a balance of $30,000 exemptions still 
available. Ted might well add to his ir- 
revocable trust the $60,000 received 
from his pro{t-sharing fund. This would 
cost only about $1,600 in gift taxes but 
save almost $18,000 in estate taxes. 


| Then Ted might consider having the 
*| Marital Deduction share of his residu- 
FJary estate held in trust for Mrs. Downes 
rather than leaving it outright. Under 
terms of this trust, the income would 
be paid to her during her life and in 
Naddiion she would have the right to 
"|take principal if she desired. On her 
‘jdeath she could appoint the principal 
"|to whomsoever she wished and failing to 
appoint, the principal would be added 
"to his irrevocable insurance trust. This 
© plan would not only produce the maxi- 
| mum marital deduction, but would also 
provide proper investment management. 





Finally, Ted might consider putting 
jhis life insurance on a paid-up basis. 
"| He would lose a small amount of pro- 
"tection by so doing, but by investing the 
premiums which he had been paying, he 
can make up this loss of $10,000 in a 


ivery few years. 





Thus we have seen Ted Downes’ finan- 
cial plans develop over the years from 
a simple arrangement affecting primar- 
_ ily his life insurance, to a comprehen- 
' sive plan at the time of his retirement, 
carrying out his objectives and mini- 

mizing his taxes. 





TRUST MAJORS, CLASS II, SOUTHWESTERN GRADUATE SCHOOL OF BANKING 


First row: Raymond E. Gilmore, Elzo Elkins, Wm. Meredith, Roy Johnson, Gerald Lively, 


James Ferguson. 


Second row: George L. Dockery, L. Stanley Rush, Lane Sealy, Marlin Zwicky, Martin 


Mathis, John R. Kreidle. 


Third row: James D. Cook, Allan D. Branyon, Ken Bonds, Guy Osborn, Wilson Wilcox. 





The estate plan worked out for Ted 
at his retirement is not necessarily his 
final one. It should still be revised from 
time to time to see what further gifts 
might be made, and new ideas might be 
included in his will. Every estate plan 
must be reasonably flexible and changed 
conditions occurring even late in life 
may necessitate a further re-considera- 
tion. 


Note that our mu‘ual insurance and 
trust customer has for some years had 
a substantial income and then very re- 
spectable pension end _ profit-sharing 
funds with which to enjoy the good 
things of life. For those not so foriun- 
ately situated it might be desirable to 
put less emphasis on the accumulation 
of a larger transferable estate. Afier all, 
the one who builds an estate is entitled 
to enjoy some of its fruits and estate 
planning should respect and encourage 
the human interests and objectives of 
the giver as well as the heirs. 





| Authority on Maryland Municipal Bonds. . . 





Chartered 1854 © 


Turn to Mercantile-Safe for prompt 
assistance on appraisals, sales, purchases. 
BOND DEPARTMENT 


MERCANTILE-SAFE DEPOSIT 


and Trust Company 


BALTIMORE, MARYLAND 
Capital Funds: $23,000,000 





e In the November 1905 issue of Trust 
Companies (now Trusts and Estates) 
an exclusive article by Robert Arm- 
strong, assistant secretary of the Treas- 
ury under President McKinley, was pub- 
lished, which the editor remarked “calls 
timely attention to the evils resulting 
from distortion of facts and indiscrimi- 
nate criticism growing out of the life 
insurance investigation .. .” 
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Assets under administration 


exceed $500,000,000 
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Fiduciary Income Tax Returns 


Made New Records in 1956 


The number of fiduciary income tax 
returns filed (491 thousand), and the 
amount of total income ($4,884 million) 
reached new highs in 1956 according to 
a recently published report of the In- 
ternal Revenue Service. 

This “Fiduciary Income Tax Returns 
for 1956” (latest year) shows that divi- 
dends of $2,199 million comprised the 
income, being about half of total trust 
income of $3,891 million and 29% of 
reported estate income totaling $994 
million. Net proceeds from sale of capi- 
tal assets and other property ($1,199 
million) was second, followed by gross 
rents and royalties ($691 million). 

Distributions to beneficiaries of $2,- 
494 million was the largest among de- 





Composition of 1956 Fiduciary Income 
($4,884 million) 


ductions, representing 57% of total in- 
come for trusts and 29% for estates. 

Taxable returns representing income 
under $1,000 rose in a decade from 23,- 
052 (1947) to 26,889 (1956). In the 
same period returns representing in- 
come of over $1,000,000 increased from 
21 to 119. 

The highest aggregate of total income 
for any one state was from New York 
with returns totaling $1,109,527,000. 
“Pennsylvania was runner up with $464,- 
048,000 and Illinois was third with 
$436,374,000. 
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J. R. JOHNSON 


on Short Term Trusts. 


York. 


California Bank, Los Angeles. 





Program for Western Trust Conference 


The 1959 Western Regional Trust Confer- 
ence will be held in San Francisco, October 15-16. 
with J. R. Johnson, vice president and senior trust 
officer, Bank of America, N.T.&S.A., as general 
conference chairman. Recruitment, Training and 
Education of Trust Personnel will be discussed 
by Jess. E. Wilson, vice president and personnel 
officer, Crocker-Anglo National Bank, San Fran- 
cisco. Glenn K. Mowry, comptroller, Bank of 
California, N.A., will then speak on Trust De- 
partment Costs, followed by Orville A. Rohlf, San Francisco attorney, 


At the Thursday afternoon session Eliot J. Swan, first vice presi- 
dent, Federal Reserve Bank of San Francisco, will speak on The Long 
Term Business Outlook and Francis M. Smith, vice president and trust 
officer, Bank of America, N.T.&S.A., Los Angeles, will discuss Opera- 
tion of Businesses by Corporate Executors and Trustees. 

The Friday morning session will hear Carlysle A. Bethel, president 
of the Trust Division, American Bankers Association, and vice chair- 
man of the board and senior trust officer, Wachovia Bank & Trust Co.., 
Winston-Salem, on What Would the Prudent Man Do? He will be 
followed by Alan K. Browne, vice president, Bank of America, N.T.& 
S.A., San Francisco, on Selection of Bonds and Preferred Stocks for 
Investment in Today’s Market. Wayne R. Bennett, vice president, Con- 
tinental Illinois National Bank & Trust Co., Chicago, will then present 
Selection of Common Stocks for Investment in Today's Market. The 
morning session will conclude with /nvesting for Pension Trusts, pre- 
sented by John G. Lockton, treasurer, General Electric Company, New 


In the final Friday afternoon session Practical and Legal Aspects 
of Prudent-Man Rule for Investment by Trustees will be discussed by 
John P. Austin, San Francisco attorney, followed by the Effectiveness of 
Exculpatory Clauses in Direction Trusts presented by George T. Cronin, 
also a San Francisco attorney. The final address on A Critical Look at 
Your Will File will be given by Arthur S. Carruthers, vice president. 














@ The will of Joseph Lush, chairman of 
the board of Hammarlund Manufactur- 
ing Co., provided $50,000 to be distri- 
buted among twelve employees with over 
20 years service in the company. One 
recipient will “put it in the bank for a 
rainy day,” one may buy a car, another 
will leave it to a fatherless nephew, and 
a fourth may take a trip to Europe. 















...the THIRD dimension 


in TRUST SERVICES 


THIRD NATIONAL BANK 
IN NASHVILLE 






Nevada Trust Committee 
Reports 
A strong protest was lodged agains! 
the proposed examination provision of 
employee welfare funds as it might ap: 


ply to banking institutions, George W. § 


Belcher, vice president and trust officer 
of Security National Bank, Reno, 1 
ported to the June 13 meeting of the 
Nevada’ Bankers Association. Mr. 
Belcher is chairman of the Associations 
Trust Committee. The proposed law 


failed to be reported out of committee, | 


he said. 


With the backing of the Trust Com: | 
mittee, the three trust departments in the [ 
state have been well represented a | 


regional trust conferences and work- 
shops, he noted. Within the state, the 
Committee has given special support !° 
the Reno Estate Planning Council, and 
committee members have worked hard 
in their respective institutions to PI 
mote the trust department as a better 
integrated part of the bank. 
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ESTATE TAX 





Entire amount of court costs and at- 
torney’s fees deductible in community 
property estate. Decedent was resident 
Sof community property state at time of 
Dhis death. On estate tax return, execu- 
trix deducted full amount of attorney’s 
Hfees and court costs incurred in admin- 
“istration of estate. Commissioner allowed 
Gonly one-half of sum as deductible ad- 
| ministration expense. Estate paid defici- 
ency and instituted claim for refund. 

HELD: For estate. Full aimount of 
administration costs is deductibe. Costs 
were incurred in connection with admin- 
istration of decedent’s estate and are not 
to be charged one-half to each commun- 
ity interest. E’'st. of L. C. Hunt v. U.S., 
D.C. E.D. Tex., July 31, 1959. 























Trustee liable as transferee for estate 
tax deficiency. After receipt of notice 
that Federal estate taxes had been paid, 
] ‘tustee distributed balance of corpus of 
j testamentary trust to beneficiary. Thir- 
teen months later trustee received statu- 
tory notice of deficiency of estate taxes 
jdue from estate. Notice also asserted 
transferee liability against trustee. At 
“that time, estate, which had not been 
Hfully distributed, possessed assets in ex- 
scess of amount of claimed deficiency. 
| HELD: For Commissioner. Trustee is 
liable as transferee. At time of dece- 
dent’s death, trustee was acting under 
trust, which had property that was in- 
cludible in estate. Time of determination 
of liability is date of decedent’s death 
and not date of receipt of statutory no- 
tice. First Western Bank and Trust Co. 
v. Comm., 32 TC No. 92, July 31, 1959. 
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Beneficiary of distributed trust funds 
€ revocable trust not liable as trans- 
feree. Decedent created inter vivos trust 
for daughter, retaining right to revoke 
Tust with her consent. Upon decedent’s 
death no part of trust corpus was in- 
tluded in his estate. After three years 
but prior to four years from filing of 
‘state tax return, Commissioner asserted 
estate tax liability on ground that un- 
listributed corpus of trust was includ- 
ble in decedent’s estate, and that trust 
Peneficiary was liable as transferee. 
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HELD: For taxpayer. Court held that 
application of “transferee” to trust ben- 
eficiary is doubtful. Since under Code 
provisions liability of trust beneficiary is 
not clear, beneficiary is entitled to favor- 
able construction, because liability for 
taxation must be clear. P. B. Englert v. 
Comm., 32 TC No. 91, July 31, 1959. 


Widow beneficiary of jointly owned 
property liable as transferee for estate 
tax liability. Decedent’s widow, as sur- 
viving joint tenant, received jointly 
owned property, which had been included 
in estate. Three years after filing of re- 
turn, Commissioner determined defici- 
ency against estate, and asserted trans- 
feree liability against widow. 


HELD: For Commissioner. Jointly 
owned property is includible in dece- 
dent’s estate, and surviving tenant is 
liable as transferee for unpaid estate 
taxes. Commissioner is not barred by 
statute of limitations from asserting lia- 
bility against transferee, notwithstand- 
ing his failure to assert liability against 
executor within three-year statute of 
limitations period. Deficiency was timely 
asserted since it was made against trans- 
feree within four years of filing of re- 
turn. M. Schuster v. Comm., 32 TC No. 
90, July 31, 1959. 


Undistributed income of trust held in 
New York bank not includible in non- 
resident’s estate. Decedent, resident of 
France, was income beneficiary of trust 
established by his parents. Trustee was 
New York trust company. Decedent had 
not been engaged in business in United 
States. Due to war conditions in France 
remittances of income either ceased or 
were restricted from 1940 until dece- 
dent’s death in 1946. Monies remained in 
trust account awaiting distribution. 
Commissioner included undistributed 
funds in decedent’s gross estate. Defici- 
ency was paid and claim for refund in- 
stituted. 


HELD: For estate. Undistributed in- 
come constituted “moneys deposited with 
any person carrying on a banking busi- 
ness” and pursuant to section 863(b) of 
1939 Code (2105(b) of 1954 Code) is, 
therefore, not considered property situ- 
ated within United States. It is thus not 





includible in decedent’s estate. City Bank 
Farmers Trust Co., Exr. v. U. S., D.C. 
S.D. N. Y., June 16, 1959. 


INCOME TAX 


Grantor taxable on trust income where 
control retained. Taxpayers created trust, 
retaining life interest in income, general 
power of appointment by will as to prin- 
cipal and income, right to designate in- 
come beneficiary, and power to amend 
trust or replace trustees. Settlors claim- 
ed deduction for New York State income 
taxes paid. by trustee on capital gains 
and trustee’s termination commission. 
Commissioner denied deduction on 
ground that trust was separate entity, 
and its deductions could not be taken by 
settlors. 


HELD: For taxpayers. Retention by 
grantors of rights to income and other 
powers makes income of trust taxable 
to them. Since income is taxable to 
grantors, and no separate tax entity was 
created, they are entitled to deductions 
claimed. U. S. v. Green et al, D.C. S.D. 
N. Y., June 24, 1959. 


REVENUE RULINGS 


Income Tax: Taxation of trust interest 
to nonresident alien individual, not en- 
gaged in business in United States. Tax- 
payer, nonresident alien individual, not 
engaged in business in United States, 
created, with several other individuals as 
co-grantors, trust for her sole benefit. 
Interest was earned on deposits made in 
United States by trustee who was United 
States trust company. 

Service rules that as grantor of part 
of trust, taxpayer is deemed to be owner 
of such part for tax purposes. Since non- 
resident alien individual, not engaged in 
trade or business within United States, 
is not subject to tax on interest on de- 
posits with persons carrying on banking 
business, interest earned on portion of 
bank deposits which taxpayer is consid- 
ered to own is not taxable as income 
from sources within United States. In- 
terest on portion of bank deposits which 
taxpayer is not deemed to own, however, 
constitutes income from sources within 
United States and is subject to Federal 
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income tax. Rev. Rul, 50-245, I.R.B. 1959- 
30, p. 14. 





Income Tax: Stock option requiring 
Treasury Department determination of 
fair market value does not qualify as re- 
stricted stock option. Employee stock op- 
tion plan provides that purchase price of 
stock will be 95% of fair market value 
of such stock on date written option con- 
tract is executed by company. Fair mar- 
ket value is to be New York Stock Ex- 
change quotation; provided, however, if 
Treasury Department concludes that 
such fair market value is not fair mar- 
ket value within meaning of section 421 
of Code, then option price is to be 95% 
of value on option granting date as de- 
termined by Treasury Department. 

Service rules that such option does not 
qualify as restricted stock option. Since 
determination of value is neither func- 
tion of Commissioner nor one he can 
undertake, agreement providing for such 
determination does not fix price deter- 
minable at time option is granted within 
meaning of regulations. Rev. Rul. 59-243, 
I.R.B. 1959-29, p. 11. 


Income Tax: Termination of employ- 
ees’ pension plan within first ten years 
by reason of liquidation. Corporation es- 
tablished employees’ pension plan which 
was funded by group annuity contract. 
Contract contained provision complying 
with Internal Revenue requirement that 
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benefits under plan be recomputed, in 
event plan was terminated within ten 
years of date of its establishment, to 
preclude discrimination in favor of high- 
ly paid employees. Some four years after 
plan was established, 96 per cent of capi- 
tal stock of corporation was purchased 
by another corporation, and plan of li- 
quidation was adopted. Resolution was 
also adopted to modify group annuity 
contract to remove termination provision. 

Service rules that deletion, prior to 
expected termination of employees’ pen- 
sion plan, of provisions mitigating dis- 
crimination in event plan is terminated 
within ten years, will not adversely af- 
fect qualification of plan when such 
termination is by reason of liquidation of 
employer, provided ratio of benefits to 
current compensation, per year of ser- 
vice, is not discriminatory, and all past 
service credits are fully funded. Rev. 
Rul. 59-241, ILR.B. 1959-29, p. 9. 


Transfer of units between common 
trust funds not subject to capital gain. 
Units of participating interest in com- 
mon trust fund were transferred from 
one trust to another. Taxpayer was sole 
beneficiary of both trusts, and they had 
same trustees. 

Service rules that transfer of partici- 
pating interest in common trust fund 
does not constitute “withdrawal,” sub- 
ject to gain or loss provisions of taxing 
statutes. T. I. R. No. 169, Aug. 3, 1959. 
(See T&E, Aug., p. 781.) 


Commissioner has acquiesced in Tax 
Court decision of Estate of Orville B. 
Littick, 31 TC 181. In this case prices 
set in buy-and-sell agreement for stock 
in closely held corporation were held 
controlling for estate tax purposes. Not- 
withstanding fact that parties stipulated 
that fair market value of stock was in 
excess of price under agreement. 


A A A 
e The bulk of the estate of John C. Lin- 
coln, who died in May at the age of 92, 
was left to a foundation to promote the 
“single tax” theories of Henry George. 
The decedent was founder of the Lincoln 
Electric Co., Cleveland. 





SE OF 
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Copyright 1959, Estate Recording Company, 120 
Boylston St., Boston 16, Mass. 


This graph was prepared by the Estate Re 
cording Company from a survey of the 
court records of over 10,000 estates probated 
in all parts of the United States. “Debts” 
comprise mortgages payable, income and 
real estate taxes, and everything else the 
decedent owed; “Administration Expense” 
includes funeral costs, fees, court costs, and 
miscellaneous charges; “State Inheritance 
Tax” is the average found as a result of this 
study. The broken line indicates the extent 
of the Federal Estate Tax in those estates 
where the full marital deduction was taken 
but in those estates where no marital de- 
duction was taken the complete Federal 
Estate Tax applied. 


FEDERAL ESTATE TAX LAWS SIGNED 
The bills cited at page 801 of the 


August issue have since been signed by 7 


the President. 


Deduction for federal estate tax pur- 


poses is allowed for foreign death taxes 
paid on certain transfers to charities un- 
der H.R. 137. Effective date of this 


change in Code Section 2053 (d) is July 1, | 


1955. 


The other measure approved is H.R. 
1219 which amends Code Section 2038 to 
exclude from gross estate property as to 
which the settlor-decedent had a power 
to change beneficiaries, if he was men- 
tally incompetent for at least three 
months prior to December 31, 1947 and 
died so after August 16, 1954. 





a LIFESAVER for Community Bank Trust Officers 
Who Need Assistance “FROM THE TRUST VIEWPOINT" 


Yes ... Studley, Shupert Trust Investment 
Council services go far beyond mere statistical 
data and generalized analyses of 

economic conditions. Instead, the Council 
augments its Members’ trust department 
personnel with a staff of experienced, 


, TRUST INVESTMENT 3 competent, trust-minded specialists . . . 


COUNCIL 





1617 Pennsylvania Boulevard, Phila. 3, Pa. 


and these assist Members in attaining the 
specific trust objectives of individual accounts. 
We invite you to investigate the advantcges 
of Council Membership. Write Dept. TE-2 


24 Federal Street, Boston 10, Mass. 


Trusts AND ESTATES 
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DuPont Thrift Plan Makes 
$20 Million First Payment 


Some 39,000 employees of E. I. du 
Pont de Nemours are currently receiving 
lover $20,000,000 in Treasury Bonds and 
Company stock as the first distribution 
made under a thrift plan started four 
years ago. 

The voluntary participants among em- 
ployees with at least two years’ service 
} may sign for payroll deductions up to 
9$37.50 a month to be invested in Gov- 
}ermnment bonds. The Company matches 
7 each employee thrift dollar with 25 cents 
toward the purchase of du Pont common 
stock. Each year’s purchases of bonds 
ifor an individual must be held by the 
}irustee — Wilmington (Del.) Trust Co. 
i— for an additional three years, but 
they are bought and put in the indi- 
Tvidual’s name as seon as he saves 
enough. Stock is bought by the trustee 
jon the open market in 100-share lots 
and assigned to participants pro rata. 
1Dividends are used to buy still more 
stock. But as soon as an individual is 
jentitled to a full share, it is registered 
jin his name and the dividends go direct- 
ly to him. The stock must be held by 
the trustee for two years after registra- 
tion. 


we 


Te 


ere 


Ss 








Most participating employees have 
> signed for the maximum $37.50 a month 
and those now entitled to payments are 
getting bonds worth $475 ($450 cost) 
jand a share of stock with a September 
| market price of $266 or more. 


aE 


As of August 1, the savings of more 
than 56,000 workers plus Company con- 
tributions aggregated more than $100,- 





* §) 000,000. Of this amount du Pont’s do- 











S nation of $22,785,000 has enabled the 
trustees to purchase 98,000 shares of 
stock and 79,000 of these have been 
3 p registe red for individuals. 



























Graduates of Illinois Bankers Association Trust School. 





Trust Leaders Lecture at 
Pacific Coast Banking Schoel 


Among the faculty members of the 
Trust Division of the Pacific Coast 
Banking School, which held its eleventh 
graduation exercises at the University 
of Washington, Seattle, on September 4, 
were nationally known trustmen and at- 
torneys. 

Gilbert Stephenson, former president 
of the American Bankers Association 
Trust Division, presented a course on 
“Trust Business” dealing with history, 
principles and policies, costs, compensa- 
tion and profitableness. Walter L. Nossa- 
man, Los Angeles attorney and Cali- 
fornia legal editor for TRuSTs AND Es- 
TATES, taught “Trust Law and Taxa- 
tion.” Frederick J. Thieme, Jr., vice 
president and trust officer, Citizens Na- 
tional Trust & Savings Bank, Los An- 
geles, covered “Trust Asset Manage- 
ment,” and Robert Alton, vice presi- 
dent and execulive trust officer, United 
States National Bank, Portland, Ore., 
conducted a course on “Trust Develop- 
ment.” 
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Mar; Deeley left, and Panky Messick, of Wilmington Trust Co., trustee of the Du Pont 
‘ thrift plan, check records and insert stock into envelopes for mailing. 











Rutgers School Renamed 
‘“‘Stonier Graduate School 
of Banking” 

The name of the Graduate School of 
Banking, conducted by the American 
Bankers Association on the New Bruns- 
wick campus of Rutgers, the State Uni- 
versity of .New Jersey, was formally 
changed on September 1 to the Stonier 
Graduate School of Banking in honor of 
its founder, the late Dr. Harold Stonier. 


Dr. Stonier came 
to the A.B.A. in 
1927 from the Uni- 
versity of Southern 
California, where 
he had been vice 
president, and was 
named national ed- 
ucational director 
of the American 
Institute of Banking. Ten years later he 
was named executive manager of A.B.A., 
and in 1952 became executive vice presi- 
dent. From the founding of the grad- 
uate school in 1935 until his death in 
1957 he had been director and later 
dean. 


Dr. E. Sherman Adams, A.B.A. deputy 
manager, was appointed director of the 


school in 1955. 


Since Dr. Stonier’s death a number 
of memorial steps have been taken. Rut- 
gers has established a Harold Stonier 
Memorial Library, which includes Dr. 
Stonier’s personal library, donated by 
his widow, and _ books purchased 
through the Stonier Library Fund, 
whose contributions come annually 
from graduating students at G.S.B. 
Each year during the summer session 
of the graduate school a speaker of 
international prominence delivers a 
Stonier Memorial Lecture. 


Dr. HAROLD STONIER 
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CLaims — Admissibility of Evidence 
of Parties in Action Against Repre- 
sentative of Deceased Person 


California—District Court of Appeal 


Corso v. Security-First National Bank, 
A.C.A. 883 (July 9, 1959). 


171 


In this action for personal injuries 
commenced in 1955, defendant died in 
1957, and defendant Bank, his executor, 
was substituted as defendant. Plaintiff 
filed creditor’s claim. Question involved 
on this appeal was whether the Superior 
Court properly excluded plaintiff’s testi- 
mony under paragraph 3 of Section 1880, 
Code of Civil Procedure, which provides 
that parties in an action against an ex- 
ecutor or administrator on a claim or 
demand against the estate cannot be 
witnesses “as to any matter or fact oc- 
curring before the death of such deceased 
person.” 


HELD: Plaintiff’s testimony was prop- 
erly excluded, although deceased was not 
present at time of accident, and if alive 
at time of trial could not have given 
testimony in refutation of plaintiff’s ver- 
sion of how the accident occurred. Plain- 
tiff’s deposition, taken while the dece- 
dent was living, was introduced in evi- 
dence. Court disapproved executor’s con- 
tention that because of this fact no pre- 
judicial error resulted to plaintiff even 
if her oral testimony offered at the trial 
had been wrongly excluded. The deposi- 
tion was not equivalent of or substitute 
for oral testimony at the trial. 


“CLaims — Claim of United States in 
Estate of Veteran Superior to 
State’s Claim 


California—District Court of Appeal 


Estate of Turner, 171 A.C.A. 638 (June 30, 


1959). 

Turner, a veteran, was admitted to 
Veterans Administration Hospital in 
Long Beach, Cal., March 7, 1954, dying 
seven days later, intestate, and leaving 
no known heirs entitled to inherit under 
the law of California, his domicile. On 
entering the hospital he had executed an 
official form, the effect of which was to 
agree that if he left no widow or heir, 
all his personal property not disposed of 
by will or otherwise would become the 
property of the United States as trustee 
for the Post Fund. This agreement was 


made pursuant to Title 38, Section 17, 
U.S: CG. 
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The United States filed a claim. The 
administrator’s final account as supple- 
mented showed $1,015.17 payable to the 
United States pursuant to the agree- 
ment. The State of California claimed 
that decedent having left no heirs, the 
property escheated under Section 231, 
Probate Code, further contending that 
the federal statute was unconstitutional 
as in conflict with the Tenth Amendment. 
Decree awarded personal estate to the 
United States. 

HELD: The contract was not testa- 
mentary in character. There was consid- 
eration for it in the care and treatment 
Turner received. The contract was not 
void under the Statute of Frauds (re- 
quiring contracts not to be performed 
within lifetime of promissor to be in 
writing). Application form executed by 
Turner complied with law. 


CLaims — Debts and Expenses Not 
Chargeable Against Specific Be- 
quest of Personalty 


Nebraska—Supreme Court 
In re Greiner’s Estate, 97 N.W. 2d 225. 


The will bequeathed “All my personal 
property” to E and the residue of the 
estate was bequeathed to E and M. The 
question presented was whether debts 
and expenses of administration are pay- 
abie out of the personalty under Section 
380-405 RRS Nebraska 1948. 

HELD: The bequest of the personal 
property is a specific bequest, and Sec- 
tion 30-405 is not applicable. Hence the 
debts and expenses of administration are 
payable out of the residuary estate which 


in this instance consisted of the rea] es. 
tate. 


CLaims — Legacy Not in Trust Ex. 
empted from Creditors’ Rights 


Texas—Civil Court of Appeals 
Time Securities v. West, 324 S.W. 2d 583, 


Testator devised the surface estate of 
certain land to his son stating that the 
surface estate should be free from the 
claims of his son’s creditors for a period 
of four years, during which period the 


land was to be held by the executor, De- | 


fendant corporation held a judgment 
against the son. Plaintiff, son’s widow, 
petitioned the trial court to grant a 
permanent injunction against defendant, 
enjoining it from enforcing its judgment 
against the surface estate. The Trial 
court granted the injunction. 


HELD: Reversed. A testator who seeks 
to devise property so that the devisee’s 
creditors may not reach it must devise 
it to someone else. This is accomplished 
by the creation of a trust. The mere 
testamentary declaration that the rights 
of a devisee’s creditors shall be sus- 
pended with respect to property vested 
in the debtor has never been permitted. 


COMPENSATION — Guardian’s Attor- | 


ney’s Fees Allowed from Estate 


California—District Court of Appeal 


Estate of Swanson, 171 A.C.A. 474 (June 18, 
1959). 


HELD: Where guardian of minor 
beneficiary protected estate from deple- 
tion by excessive claims that the admin- 
istratrix sought improperly to have al- 
lowed, Probate Court properly allowed 
attorney’s fees from the estate to the 
guardian. 


DISTRIBUTION — “Representatives” in 
. . . ” 
Distribution Statute Means “Issue 
Per Stirpes or in Representative 
Capacity 
New Jersey—Superior Court 


In re Meyer’s Will, 152 A. 2d 160. 


At time of his death, decedent left no 
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I widow, children or legal representative 
Nthereof, or parents, brothers or sisters. 
J Action was brought by widow and statu- 





tory heir of deceased brother to deter- 
mine that she was entitled to inherit 


Tentire estate should it be determined that 
‘decedent died intestate. 


Pertinent provision of New Jersey 


Hstatute on descent and distribution pro- 
Mivides as follows: 


“ . ,. and if there be no child nor 
any legal representative of any child, 
then equally among the parents and 
brothers and sisters, and the repre- 
sentatives of deceased brothers and 
sisters.” 


HELD: : Word ‘‘representatives”’ 
means “issue” taking per stirpes, or in 
representative capacity. Appellant here 
is not representative of deceased brother. 
She is no blood relative, but only de- 
ceased’s sister-in-law. Word “representa- 


tives’ means “issue” of deceased broth- 


ers and sisters. 


FIDUCIARIES —— Trust Company Must 
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Give Bond Unless Waived by In- 
strument 
Ohio—Supreme Court 
Winters National Bank & Trust Co., trustee v. 
Ross, 169 Ohio St. 335. 
Section 2109.04, Ohio Revised Code, 
provides: 

“Every fiduciary shall, prior to the is- 
suance of his letters * * *, file in the Pro- 
bate Court in which letters are to be issued 
a bond with a penal sum in such amount 
as may be fixed by the court, but in no 
event less than double the probable value 
of the personal estate and of the annual 
real estate rentals which will come into 
such person’s hands as a fiduciary. * * * 
provided that, if the instrument creating 
the trust dispenses with the giving of a 
bond the court shall appoint a fiduciary 
without bond, unless the court is of the 
opinion that the interest of the trust de- 

| mands it, in which event the court may 
| require bond to be given in such amount 
as may be fixed by the court. * * * 

“The court by which a fiduciary is ap- 

pointed may reduce the amount of the bond 


of such fiduciary at any time for good 
cause shown. * * *” 


Section 1107.14, Ohio Revised Code, 
reads: 


“The capital stock of a trust company, 
with the liabilities of the stockholders ex- 
isting under the terms of such stock, and 
the fund deposited with the Treasurer of 
State under Section 1107.03 of the Re- 
vised Code or with a Trustee under Sec- 
tion 1107.04 of the Revised Code, shall be 
held as security for the faithful discharge 
of the duties undertaken by such trust 
company in respect to any trust, or when 
such trust company is appointed executor, 
administrator, guardian, trustee, receiver, 
that the 
court or officer making such appointment 
may, upon proper application, require any 
trust company so appointed to give security 


for the faithful performance of its duties. 


assignee, or depositary, except 


Plaintiff claimed exemption from bond 
requirements by virtue of the latter Sec- 
tion, which is apparently in conflict with 
the first quoted Section. 

HELD: Unless the will dispenses with 
the giving of bond, the trust company 
must give bond before letters of appoint- 
ment as testamentary trustee may be is- 
sued to it. After the issuance of letters, 
the Probate Court has full discretion as 
to whether to require bond, and also has 
full power to increase or reduce bond in 
its discretion. The court noted the pos- 
sible financial burden upon testamentary 
trust estates, but suggested that any 
clarification must come from the General 
Assembly. 


JOINT & MUTUAL WILLS — Recipro- 
cal Wills Are Revocable 


Arkansas—Supreme Court 

Allan v. First National Bank of Batesville, 321 

S.W. 2d 750. 

Mr. and Mrs. Edwards each executed 
reciprocal wills in 1950 which were alike 
except for their names. Mrs. Edwards 
died in 1952 and Mr. Edwards in 1957 
leaving no surviving children. In 1955 
Mr. Edwards executed a new will pur- 
porting to revoke previous wills. The col- 





lateral heirs attacked Mr. Edwards’ 1955 
will on the grounds (a) he was incompe- 
tent to make the will (b) the reciprocal 
wills constituted a contract and were 
irrevocable. The Trial Court held that 
the collateral heirs had to make an elec- 
tion of which grounds they would rely 
on. 

HELD: 1. Requiring the collateral 
heirs to select a cause of action upon 
which they would reply was improper. 
A bill in equity may be so framed as to 
ask for alternative relief, even if the 
two theories are inconsistent with each 
other, provided the facts alleged show 
the plaintiff to be entitled to the relief 
sought by whichever aspect of the case 
the court finds is sustained by the proof. 

2. A joint, mutual or reciprocal will 
which is made in performance of a con- 
tract to make a will is revocable like 
any other will even though there is a 
covenant not to revoke or the will con- 
tains a declaration that it is irrevocable. 


LIFE TENANT & REMAINDERMAN — 
Actions of Life Tenant with Power 
of Disposition Not Impeachable 
Except for Bad Faith 


Florida—First District Court of Appeals 
Richards v. West, 110 So. 2d 698. 


Will provided as follows: 


“(b) The undivided one-fifth (1/5th) 
part thereof to Amy B. Steece for and dur- 
ing her natural life, she using the income, 
and if necessary so much of the property 
itself to sustain and maintain herself in 
a good and comfortable way and manner, 
and whatsoever «is left of said property, 


together with any income that may be 
left at the time of her death, the title 


shall pass to\and be vested in the follow- 
ing persons:..” 


Amy died in 1956 and the persons en- 
titled to take her share at that time 
brought a suit against her estate for the 
purpose of having her account for all 
property received by her under the will. 
The Court dismissed on the ground that 
no cause of action was stated. 


HELD: Affirmed. While there was no 
precedent in Florida, the majority view 
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in other jurisdictions which this Court 
adopts is that a bequest of an estate for 
life with power of disposition over the 
corpus gives to the life tenant an un- 
limited power of disposition provided she 
acts in good faith irrespective of her 
actual needs. Therefore, the only way to 
impeach the handling of an estate en- 
trusted to a life tenant is to show a 
disposition not made in good faith. There 
were no such allegations in the instant 
case although the complaint did allege 
that the life tenant at all times had as- 
sets of her own sufficient to maintain 


herself. 


LIFE TENANT & REMAINDERMAN — 
Oil and Gas Royalties Must be Ap- 


portioned 


New York—Surrogate’s Court. New York Co. 
Matter of McClure, N.Y.L.J., Aug. 11, 1959. 


Testator bequeathed his residuary es- 
tate in trust for the life benefit of his 
daughter, remainder to her issue or in 
default thereof to named relatives of the 


testator. The trustees were 


granted 


power “to pay over the income without 
allowance for amortization of premiums 
paid for the purchase of securities, or 
for the depreciation in value of the prop- 
erty.” The sole trust asset is unimproved 
Texas real estate, which was grazing 
land at the testator’s death and is shown 
in the executor’s account to have an in- 
ventory value of $200. Oil and gas were 
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discovered on the land four years after 
the testator’s death and royalties of over 
$69,000 have been received. The executor 


allocated 274%2% of such royalties to 
principal and the balance to income. The 
income beneficiary questioned this allo- 
cation. 


HELD: Whether the law of Texas or 
New York controls is not important be- 
cause both states recognize that there 
must be apportionment of receipts from 
wasting assets unless the will directs 
otherwise. The quoted language cannot 
be deemed to refer to royalties, of which 
the testator was unaware; accordingly 
the will does not direct that all such roy- 
alties go to the income beneficiary. The 
trustees have power to invade principal 
for the support and maintenance of the 
life beneficiary — this power would be 
meaningless if all royalties were treated 
as income. Although the income benefi- 
ciary contends that principal is entitled 
only to recoupment of the $200 inventory 
value of the land, it is more equitable to 
allow principal to recoup the true value 
of the land at testator’s death as en- 
hanced by the presence of the minerals, 
even though the oil and gas were not 
discovered until after testator’s death. 


LIFE TENANT & REMAINDERMAN — 
Trust Created Annuity Payable 
Out of Principal or Income 


Missouri—Kansas City Court of Appeals 

First National Bank v. Smirnoff, 325 S.W. 2d 

359. 

Testator, survived by his wife and 
daughter, created a trust by paragraphs 
(a) and (b) of which the trustees were 
directed to pay them, respectively, $6,000 
and $3,000 annually, payable $500 and 
$250 monthly out of principal or income. 
In both paragraphs he directed the trus- 
tees to pay out of the principal or in- 
come, all hospital, medical, nursing and 
funeral bills incurred in behalf of the 
wife or daughter, even to the exhaustion 
of the trust estate. Paragraph (c) pro- 
vided that after the death of the wife, 
the trustees were to pay the daughter 
$9,000 ($750 monthly) with no refer- 
ence being made to other expenses or 
the source of payment. 

The widow elected to take against the 
will. In a suit to construe the trust it 
was held that the widow’s renunciation 
was equivalent to her death for the pur- 
poses of the will so that paragraph (c) 
became operative. No appeal was taken 
from this decree. In reliance upon this 
decree the trustees invaded corpus to the 
extent of about $1,500 per year to pay 
the daughter the $9,000 called for. 

In this suit to construe the will and 
for instructions the questions were: 
(1) Did testator intend an invasion of 
corpus under (c), and (2) Did testator 
intend that his daughter’s medical ex- 
penses be paid under (c). The trial court 


answered the first question “yes” and ihe 
second question “no.” The daughter ang 
others appealed. 

HELD: Affirmed. The effect of the 
language used was to provide an annuity 
for the daughter. The direction for pay. 
ment of the sum annually in monthly 
installments, without any indication of 
limitation to income, was a circumstance 
indicative of testator’s intention that it 
be paid out of the corpus of the trust 
if the income was not sufficient to pro. 
vide the full sum. This was supported 


by the fact that the will in its entirety 


showed that testator’s primary concern 


was for his wife and daughter and that | 


he was not primarily concerned with pre- 
servation of the corpus for the remain. 
dermen. Therefore, it was not significant 
that testator did not use “out of the 
principal or income” in subsection (c). 
However, it was not the intention of 
testator that the subsection (b) provi- 
sions for paying the daughter’s medical 
expenses be carried over into subsection 
(c). Under (c) the daughter would re. 
ceive an annual payment three times as 
large as under (b), so testator must 
have felt that she should pay her ow 
bills while receiving the larger amount. 


PENSION TRUSTS — Designation of | 


Beneficiary of Profit Sharing Plan 
Death Benefits Not Testamentary 


Texas—Court of Civil Appeals 
Buehler v. Buehler, 323 S.W. 2d 67. 


Defendant was the second wife and 
surviving widow of the deceased, who 
died intestate. He was a participant in 
an Employees’ Profit Sharing Retire- 
ment Plan which Plan provided that cer- 
tain benefits would accrue to the de 


ceased upon his death. Defendant was | 
duly appointed by deceased as the bene- | 


ficiary of these benefits. 
Plaintiff, decedent’s only child, brought 


suit alleging that the designation of the : 
beneficiary under the Plan was testa | 


mentary and not executed with the 
formality required by law. The Trial 
Court awarded him his intestate share 
of the contested benefits. 

HELD: Reversed. The designation of 
defendant as beneficiary was not testa 
mentary. Rather, defendant is the third 
party beneficiary of a valid contract. 


This type of contract is similar to the 4 
purchase of Series E United States Sav- 7 
ings Bonds in which benefits are paid t0 | 
the owner or his spouse. Such a contract H 
gives the spouse a vested, although d- f 


feasible, contractual right which has 
been held not to be testamentary. 


POWERS OF APPOINTMNT — Invalid 
Portion of Exercise May Be Severed 


Oregon—Supreme Court 
Dean v. First National Bank, 341 P. 24512. 


Tuffs died in 1947, leaving the resi- 
due of his property in trust for the bene 
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fit of his two sons and two sisters, Min- 
nie and Jennie. One of the sons is now 
deceased. Minnie predeceased Jennie, All 
of the property not placed in trust for 
the sons, was given in trust for the sis- 
ters and upon the death of the survivor, 
the trust was to be terminated and the 
assets distributed as the said survivor 
shall by will appoint. If the surviving 
sister failed to make such appointment, 
then the residue remaining in the trust 
would go to the two sons or the survivor 
thereof and if neither son was surviving, 
the remainder should be distributed to 
the testator’s heirs at law. The will also 
specifically provided that there should be 
no distribution to Helen Dunham or her 
son William Sherman Tuffs, as neither 
of them should be considered an heir 
and neither should in any event be en- 
















% titled to any distributive share from the 
BZ estate or the trusts created therein. The 
@major portion of the estate was dis- 











tributed to Jennie as the surviving sis- 
ter. 

Jennie, by a will executed in 1950, cre- 
ated a trust for the benefit of William 
Michael Tuffs with the provision that the 























@ income, and, if necessary, a portion of 








the corpus, could be expended for his 
benefit and when he attained age 25 the 
trustee was to distribute the unexpended 
principal and income to him. In the event 
of his prior death the trustee shall pay 
same to his father William 
Tuffs. 


Two of the questions presented on 
appeal by the contestants of Jennie’s 
will were: 
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1. Did the exercise of the power of 
appointment derived from the will of her 
brother violate the rule against per- 
petuities? 


2. Did the testatrix violate the con- 


ditions of the power of appointment 
by naming William Michael Tuffs. 


HELD: 1. There was no violation of 
Hthe rule against perpetuities. There was 
a vesting of an equitable interest in 
William Michael Tuffs as of the time 
of Jennie’s death, as manifested by the 
provisions of the trust under which Wil- 
liam Michael Tuffs was to receive the 
sbenefit of the trust to the extent neces- 
sary, although during his minority. This 
was also fortified by the right to invade 
the corpus. 


9 . . . . 
2. The restrictive provisions under 


| fuffs’ will, which excluded any right of 
Vielen Dunham and her son, William 
qSherman Tuffs, to participate under the 
ower of appointment, did not pertain to 
William Michael Tuffs, even though he 
Was a son of William Sherman Tuffs. 
However, the provision whereby in the 
‘vent of the death of William Michael 
Tuffs, the residue of the trust would go 
© William Sherman Tuffs, would be a 
lolation of the power of appointment, 
Sut inasmuch as the rights of William 
pherman Tuffs could be readily segre- 
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gated, the residual bequest to him should 
be severed and the precedent interest re- 
mains valid. 


TAXATION — Income — Capital Gains 
Tax Charged Against Shares of In- 
dividual Remaindermen and Not 
Charities 


New York—Surrogate’s Court, New York Co. 
Matter of Eidlitz, N.Y.L.J., Aug. 12, 1959. 


Testator bequeathed his residuary es- 
tate in trust, remainder to a group of 
charities and three individuals. During 
and after the life of the income benefici- 
ary securities were sold that gave rise to 
capital gains taxes, which were paid. In 
computing such taxes, exemptions were 
taken for the charities’ interest in the 
trust remainder. The individual remain- 
dermen contended that the capital gains 
taxes are to be treated as a charge 
against principal, with no allocation of 
such charge to be made against the re- 
spective shares of the remaindermen. 
The charities contended that the charge 
against principal for such taxes should 
be allocated entirely against the shares 
of the individual remaindermen because 
such taxes were imposed solely against 
said remaindermen’s interest. 


HELD: The charities are entitled to 
the full benefit of the tax exemptions 
which were allowed for their remainder 
interests. The charges to principal for 
capital gains taxes paid are to be allo- 
cated entirely to the shares of the indi- 
vidual remaindermen. 


WILLs — Construction —- Adopted 
Child Takes as Remainderman 


Kentucky—Court of Appeals 
Edmands v. Tice, 324 S.W. 2d 491. 


Testator provided separate life estates 
for his three daughters. As to the two 
married daughters, the devise was “for 
her life with remainder to her children 
and their descendants;” but as to the un- 
married daughter, Mary, the devise was 
“for her life, with remainder to her 
children, if any, and their descendants.” 
Testator also provided that in the event 
of the death of any of the daughters 
“without children” the land devised to 
her should go to the testator’s grand- 
children, per stirpes. 

After the testator’s death, Mary mar- 
ried but having no natural children she, 
while a resident of the State of Wash- 
ington, adopted the appellant, Edmands. 
Upon the death of his mother, Edmands 
claimed the right to take as remainder- 
man the share of the testator’s estate 
from which his mother received income, 
the claim being resisted by the children 
of the other two daughters. 

The Washington statute expressly pro- 
vided that after a decree of adoption 
the child shall be “*** for all legal in- 
cidents, the child, legal heir and lawful 
issue *** entitled to all rights and 


privileges, including the right of in- 
heritance and the right to take under 
testamentary disposition ***.” 

The Kentucky adoption statute pro- 
vided that any child adopted pursuant 
to the provisions of the statute “*** shall 
be considered, for purposes of inheri- 
tance and succession and for all other 
legal considerations, the natural, legiti- 
mate child of the parents adopting 
him ***,” 

The trial court held that Edmands was 
not entitled to take as remainderman 
under the will of the father of his adopt- 
ing mother. 

HELD: Reversed. Since the adoption 
statutes of both the state of adoption 
and the state where the property was 
located were not inconsistent, under the 
application of the terms of either statute, 
the adopted child was entitled to take as 
remainderman, There was no language 
in the will expressing an intention to 
exclude an adopted child. 

The majority relied on an earlier de- 
cision, Pyle v. Fisher, 278 Ky. 287, 128 
S.W. 2d 726, holding, in effect, that if 
the rights granted by the adoption 
statute in the state of adoption were not 
inconsistent with those in the state in 
which the property is located, the pro- 
visions of the statute of the state of 
adoption will be given effect. Three of 
the seven Appellate Court judges dis- 
sented, upon the ground that the words 
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of the will expressly limiting the remain- 
der to Mary’s children, “if any,” taken 
with other provisions of the will express- 
ly providing that the husband of no one 
of any of the daughters should take an 
interest in the estate, were sufficient to 
indicate that the testator necessarily in- 
tended to limit the remainder to natural 
children of his daughters. 


WILLs — Construction — Bequest to 
Named Individuals to be Distrib- 
uted According to Memorandum 
Passes to Them in Absence of Lat- 
ter 


South Carolina—Supreme Court 


Privette v. Garrison and Baird v. Wallace Pri- 
vette, decided Aug. 10, 1959. 


Testatrix devised farm and all live- 
stock, machinery, etc. to her husband 
for life, with remainder to five named 
nieces. By another item, she bequeathed 
the residue of her personal property to 
said nieces “to be divided among them 
in accordance with a written memoran- 
dum bearing even date herewith and 
signed by me, which I shall leave with 
this will.” In the action pertinent here, 
the administratrix sued the husband and 
nieces asking for construction of the 
item relating to the residuary personal 
estate, alleging that no written memo- 
randum had been found. 

The trial court held that the fact that 
there was no written memorandum did 
not make the property go as intestate 
property, but that the property vested 
in the five nieces in equal shares. 

HELD: Affirmed. 


WILLs — Construction — Provision 
Income Should Go to Life Tenant’s 
Wife “As Long as She Remains His 
Widow” Includes Third Wife Mar- 
ried After Creation of Trust 


Massachusetts—Supreme Judicial Court 
Stryker v. Kennard, 1959 Mass. 979. 


The trust instrument, executed in 1912, 
gave the income to the donor’s nephew 
Waldo for life. On his death the income 
was to be paid “to his wife as long as 
she remains his widow, and on the de- 
cease of said Waldo and on the death or 
remarriage of his wife to divide said 
income equally among the children then 
living of said Waldo Kennard by his 
present wife Irma Evelyn or by any 
succeeding wife, the issue of any de- 
ceased child to take the parent’s share 
by right of representation, until twenty 
years after the death of the last survivor 
of said Waldo Kennard and his present 
wife Irma Evelyn, or until the youngest 
of his said children attains the age of 
twenty-five years, whichever event shall 
first occur, and then to divide the princi- 
pal equally among the then surviving 
children of said Waldo by his wife Irma 
Evelyn or any succeeding wife.” 

Waldo died in 1946. He had been mar- 
ried three times, his third wife being the 
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respondent Margaret. There were issue 
of the first two marriages but none of 
this one. Margaret claimed she was en- 
titled to the income, Respondent, Henry, 
a son by the second wife, contended that 
the trust terminated on Waldo’s death 
and that he was entitled to the principal. 

HELD: The trust did not terminate 
on Waldo’s death and Margaret was en- 
titled to the income. It was clear that 
the settlor intended to make a gift to 
the person who was Waldo’s wife at the 


time of his death, from the references ty 
Irma as his “present wife,” and the re. 
ferences to the children “by any succeed. 
ing wife.” 

Henry argued that if Margare: wey 
included the gift to Waldo’s issue would 
be void as in violation of the rule againg 
perpetuities, since Waldo might marry q 
woman not in being when the trust was 
created. The court, however, refused t 
pass on the validity of the future intey. 
ests in this proceeding. 
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Trusts anp Estates 


CRIRUEEAA RON Gat ee 








Knowledge 
Hxperience 
Judgment 
and Concern 





For lawyers and trust officers alike, KNOWLEDGE, 
EXPERIENCE and JUDGMENT are the products of 
time. They develop gradually... through long associa- 
tion with innumerable different problems estate work 
entails. 

CONCERN is something else again. It’s that special 
ability of some lawyers and some trust officers to 
approach estate planning as though every individual 
problem were their own. This CONCERN explains 
why Hanover trust officers have pleased clients for so 


many attorneys... and why they can help please yours. 


Member Federal Deposit Insurance Corporation 














What happens next 


YOU, AS AN ATTORNEY, may see him out of a 
sense of duty to your client. But before many 
minutes pass, you will realize that there is 
something of unusual value in the background 
notes the Connecticut General man brings you. 


First, this is not just a collection of ideas. It is 
a comprehensive and closely reasoned study pre- 
pared for one of your clients. You’ll realize and 
appreciate the hours of thorough work behind 
the CG man’s evaluation of every asset in terms 
of your client’s goals in life. 


The CG man has done solid groundwork. His 
notes are related to your client’s current and 
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may surprise you 


future needs. They include suggestions for a 
more productive use of all his assets. It’s all 
there for your consideration. 


You may look forward to the CG man’s first visit 
with only mild curiosity. Often, however, this 
visit will prove so worthwhile to you, the attor- 
ney, and to your client that the CG man becomes 
a welcome visitor for many years to come. 


Connecticut General Life Insurance Company, 
Hartford. 
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